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Financial  Highlights 

1986 

1985 

1984 

Net  Sales 

$10,512  billion 

$9.978  billion 

$9.6^2  billion 

Net  Income: 

Income  Before 

Extraordinary  Item 

$302  million 

$28"  million 

$329  million 

Extraordinary  Item 

($14  million) 

— 

— 

Net  Income 

$288  million 

$28^  million 

$329  million 

Earnings  Per  Share: 

Income  Before 

Extraordinary  Item 

$3.12 

$2.9-4 

$3.38 

Extraordinary  Item 

($.15) 

— - 

Net  Income 

$2.97 

$2.94 

$3.38 

Dividends  Per  Share 

$1.34 

$i  .r 

$1.20 

Return  On  Shareholders  Equity: 

Including  Extraordinary  Item 

10.7% 

10.9% 

13.5% 

Excluding  Extraordinary  Item 

11.2% 

10.9% 

13-5% 

All  per  share  data  reflect  the  2  for- 1  common  stock  split 

on  April  13.  198" 
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Federated 


DEPARTMENT  STORES,  INC. 


Annual  Report 

For  52-week  Fiscal  Year 

Ended  January  31, 1987 


Federated  Department  Stores.  Inc.,  is  a 
diversified  retail  firm  serving  customers  across  the 
nation  through  its  department  stores,  mass 
merchandising  stores,  supermarkets  and  other 
retail  divisions.  Federated  is  a  company  of  clear 
purpose.  We  intend  to  provide  value  to  our 
customers,  a  good  and  fair  return  to  our 
shareholders,  opportunity  for  growth  and 
advancement  to  our  associates  and  support  to  the 
communities  in  which  we  do  business. 

The  corporation  concluded  1986  with  15 
operating  divisions  and  631  stores  in  the  major 
retail  markets  of  36  states.  Federated  is  a 
decentralized  company,  and  each  of  our  divisions 
reflects  the  needs  of  the  consumers  it  serves  in  the 
merchandise  it  sells,  its  store  atmosphere,  its 
personal  service  and  its  community  involvement. 

Federated’s  stores  are  highly  marketing- 
oriented,  with  each  positioned  to  offer  a  specific 
range  of  merchandise  and  services  to  a  dynamic 
and  demanding  consumer  group. 
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Bloomingdales  dramatic  new  store 
at  Town  Center  in  Boca  Raton , 
Florida ;  reflects  the  division  's 
unique  merchandising  flair. 
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Dear  Fellow  Shareholders: 

was  a  year  of  vital  decisions  for  Federated  —  a 
year  in  which  we  absorbed  substantial  short-term  costs  in  order 
to  position  the  company  aggressively  for  long-term  growth 
and  to  secure  tax  benefits  prior  to  the  tax  rate  changes  in  1987. 

We  believe  the  strategic  decisions  made  in  1986  will 
produce  positive  results,  beginning  in  1987.  Certain  of  the 
actions  taken,  however,  combined  to  exert  negative  influence 
on  the  years  earnings,  masking  performance  improvement. 

Net  earnings  for  the  fiscal  year  were  $301.9  million,  or 
$3.12  per  share,  excluding  an  extraordinary  item.  Including 
the  extraordinary  item,  net  income  was  $287.6  million,  or 
$2.97  per  share.  For  the  fourth  quarter,  earnings  were  $171.2 
million,  or  $1.82  per  share.  All  per  share  amounts  are  adjusted 
for  the  2-for-l  common  stock  split  on  April  13, 1987. 

We  believe,  however,  that  any  thorough  analysis  of  1986 
performance  requires  an  evaluation  of  each  strategic  action  in 
the  context  of  its  potential  longer  term  benefit. 

Earnings  Performance 

Improvement  in  1986  earnings  can  be  attributed  to  the 
effect  of  ongoing  corporate  strategies  to  drive  sales  and 
increase  market  share.  In  addition,  gross  margin  rates  in  our 
department  stores  segment  grew  solidly  in  1986. 

These  efforts  helped  offset  the  effects  of  a  continuingly 
difficult  competitive  retail  environment  and  the  economic 
slump  in  energy-producing  states  where  some  of  our  stores 
operate. 

Many  of  our  department  store  divisions  —  including 
Bloom ingdales,  Bullocks/Bullocks  Wilshire,  Burdines,  Filene's, 
Goldsmiths  and  Lazarus  —  registered  operating  profit 
improvements  in  1986. 

Ralphs,  our  southern  California  supermarket  division, 
continued  its  strong  sales  performance  in  1986,  stimulated  by 
the  opening  of  14  Ralphs  Giant  locations. 

Gold  Circle,  Federated’s  mass  merchandising  division, 
successfully  consolidated  its  Gold  Circle  and  Richw'av 
operations  in  Fiscal  1986  and  met  our  expectations  for 
performance  improvements  as  a  result  of  the  merger. 

Federated  also  continued  in  1986  to  invest  aggressively  in 
MainStreet  and  Filenes  Basement.  Both  divisions  entered  new 
markets  during  the  year  as  part  of  ambitious  long-term 
growth  programs. 

New  Corporate  Officers 

Federated's  Board  of  Directors  has  elected  Norman  S. 
Matthews  as  president  and  chief  operating  officer  of  the 
company,  effective  March  1987. 

The  new^  dual  chief  executive  officer/chief  operating 
officer  management  structure  is  intended  to  secure  maximum 
productivity  from  the  company’s  restructured  asset  base  while 
providing  continued  emphasis  on  growth  initiatives  and  new' 
business  opportunities.  Under  this  new'  structure,  Mr 
Matthews  will  be  responsible  for  overseeing  the  operations  of 
Federated’s  divisions.  Formerly  a  vice  chairman  of  the 
company  since  1984,  Mr.  Matthews  will  continue  to  report  to 
Howard  Goldfeder,  chairman  and  chief  executive  officer. 
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Heading  Federated's  new  dual  management  structure  are  Houard 
Goldfeder,  chairman  and  chief  executive  officer,  left,  and 
Norman  S.  Matthews,  who  became  president  and  chief  operating 
officer  in  March  I98Z 


In  announcing  the  election  of  Mr.  Matthews,  Mr. 

Goldfeder  noted  that  the  action  “provides  us  w  ith  the  most 
appropriate  means  of  meeting  Federated's  dual  management 
challenge"  of  maximizing  productivity  from  existing 
businesses  and  continuing  to  develop  the  corporation's  fullest 
long-term  growth  potential. 

In  a  related  move,  Allen  I.  Questrom,  chairman  and  chief 
executive  officer  of  the  company's  Bullock's/Bullocks  Wilshire 
division,  was  elected  an  executive  vice  president  of  Federated. 
He  will  assume  this  position  in  addition  to  continuing  his 
responsibilities  at  Bullock’s/Bullcxivs  Wilshire. 

Core  Business  Focus 

Federated  continues  to  focus  on  strengthening  its 
leadership  role  in  department  stores,  the  company's  core 
business  segment. 

Our  progress  in  this  segment  in  1986  reflects  die  results  of 
strategies  put  in  place  over  the  past  several  years.  At  the  same 
time,  1986  was  a  time  to  initiate  additional  actions  designed  to 
strengthen  our  department  store  operations  for  the  future. 

During  the  year,  we  maintained  our  energetic  program  of 
remodeling  and  expanding  existing  department  stores  in  a 
wray  that  already  enhances  their  market  positioning  in  the 
nations  choicest  downtown  and  suburban  locations.  These 
improvements  support  merchandising  strategies,  as  well  as 
stimulate  sales  and  market  share  growth  Our  pre-opening 
expenses  for  major  store  remodels,  expansions  and  openings 
increased  by  $4.4  million  after  taxes  in  1986  compared  to 
prior  year  expenses. 

In  addition,  we  have  committed  nearly  $300  million  in 
capital  to  major,  strategic  department  store  remodels  and 
expansions  in  the  past  three  years.  This  involved  about  22 
percent  —  or  more  than  seven  million  square  feet  —  of  our 
department  store  selling  space. 

The  improvement  of  existing  stores  is  complemented  by 
a  strategy  of  selectively  opening  new  stores  to  fill  in  existing 
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markets  and  expand  to  new  regional  markets.  In  1986,  the 
department  stores  segment  opened  10  new  stores,  accounting 
for  nearly  1.6  million  gross  square  feet. 

We  also  devoted  significant  energies  in  die  past  year  to  two 
new  strategic  Reuses  as  part  of  the  continuing  implementation 
of  our  headquarters  department  store  strategy: 

First,  we  launched  a  major  review  of  the  home  store 
business  within  our  department  stores.  In  doing  so,  we  are 
seeking  a  means  to  improve  results  and  return  on  investment 
in  this  part  of  our  business. 

Second,  we  initiated  a  program  in  1986  to  improve  the 
selling  cultures  in  our  stores  and  to  concentrate  on  selling  as 
a  key  to  market  differentiation. 

In  our  continuing  drive  to  leverage  expenses,  a  number 
of  important  interdivisional  task  forces  are  working  to  find 
new  and  better  ways  to  use  our  assets  more  effectively  and 
efficiently.  We  believe  these  efforts  will  yield  positive  results 
for  all  segments  of  our  company  in  the  longer  term. 

Divisional  consolidations  are  another  way  we  are  striving 
to  leverage  our  size  and  strength.  The  January  1987  merger  of 
our  two  Texas-based  department  store  divisions  —  Foleys  and 
Sanger  Harris  —  completes  a  divisional  merger  process 
begun  five  years  ago. 

The  mergers  initiated  since  1982  have  eliminated  costly 
duplications  in  administrative  and  central  office  expenses 
while  stimulating  our  ability  to  drive  sales  by  concentrating 
resources  on  enhanced  professionalism  and  better  service  for 
the  customer. 

Tax  Reform  Act  of  1986 

Federated  took  an  early  leadership  role  among  American 
businesses  in  supporting  Congressional  passage  of  the  Tax 
Reform  Act  of  1986.  The  company’s  action  was  based  on  a 
strong  belief  that  our  nation  is  best  served  by  a  tax  system 
that  is  fair  and  equitable  to  all  sectors. 

We  believe  the  tax  reform 
package  signed  into  law  will  be  of 
significant  long-term  benefit  to  the 
country;  as  well  as  to  our 
shareholders,  customers  and 
associates. 

Federated’s  statutory  federal 
income  tax  rate  will  decline  from  46 
percent  in  1986  to  3 4  percent  when 
tax  reform  is  scheduled  to  be  in  full 
effect  in  1988.  In  1987,  our  earnings 
will  be  subject  to  a  blended  tax  rate 
of  about  39  percent. 

During  the  drive  to  support  tax 
reform,  Federated  recognized  that 
not  all  provisions  of  the  proposed 
legislation  would  have  a  favorable 
impact. 

For  instance,  our  1986  earnings  were  affected  negatively 
by  the  retroactive  repeal  of  the  investment  tax  credit  for 
property  placed  in  service  after  1985,  with  certain  exceptions. 
Investment  tax  credits  were  $4.9  million  for  Fiscal  1986, 
compared  with  $16.4  million  in  Fiscal  1985.  Moreover,  changes 
in  provisions  for  tax  accounting  for  inventories,  as  well  as 
differences  in  the  wray  Federated  is  taxed  on  income  from 


credit  sales  and  bad  debts,  will  result  in  an  initial  reduction  in 
the  overall  tax  benefits  to  the  company 

While  the  precise  impact  of  the  positive  or  negative 
changes  in  tax  provisions  and  procedures  is  difficult  to  assess 
at  this  point,  wre  believe  the  net  effect  of  tax  reform  on 
Federated  will  be  increased  earnings  beginning  in  1987  and 
increased  cash  flow'  beginning  in  the  early  1990s. 


Strategic  Steps  for  Long-term  Growth 

Because  Federated  believes  the  best  return  to  its 
shareholders  will  come  through  strategic  investment  in 
long-term  growth,  we  took  a  number  of  actions  in  1986  that 
impacted  the  year’s  earnings.  Each  is  highlighted  here  and 
rev  iewed  in  detail  in  separate  sections  of  this 
presentation... 

•  Consolidation'Restructuring  —  The  merger  of  our  Foleys 
and  Sanger  Harris  divisions,  designed  to  promote  long* 
term  operating  efficiencies,  resulted  in  a  $15.7  million 
after-tax  charge  against  1986  earnings.  (Page  6) 

•  Ralphs  Investment  —  Total  capital  expenditures  of  $158.6 
million  in  1986  were  used  primarily  to  acquire  and  open  14 
Ralphs  Giant  stores  and  four  superstores,  as  well  as  to 
implement  a  modernization  and  expansion  of  the  divisions 
distribution  center  This  strengthened  Ralphs  supermarkets 
as  a  major  growth  opportunity  for  Federated.  (Page  15) 

•  Store  Openings  —  Filene’s  Basement  and  MainStreet 
continued  aggressive  expansion  programs  and,  along  with 
The  Childrens  Place,  opened  a  combined  total  of  22  stores 
in  1986  at  an  after-tax,  pre-opening  expense  of  $3.1  million, 
an  investment  that  exceeded  that  made  in  the  prior  year  by 
36.7  percent.  (Pages  7  and  8) 

•  Department  Store  Strategy'  —  Implementation  of  our 
strategies  in  key  areas  of  department  store  merchandising 
and  operations  included  a  $4.4  million  after-tax  increase  in 
pre-opening  expenses  for  store  remodels,  expansions  and 
openings  in  1986.  (Pages  4  and  7) 

•  A&S  Repositioning  —  Solidify  ing  its  New  York/New 
Jersey  market  position  involves  withdrawal  from  the 
Philadelphia  market  by  January  1988,  as  well  as  opening  a 
new  store  in  Valley  Stream,  Long  Island,  in  1986.  A 
provision  for  loss  on  disposition  of  the  Philadelphia  stores, 
and  pre-opening  expenses  for  the  Valley'  Stream  location, 
totaled  $9.0  million  after  taxes.  (Page  6) 

•  Disposition  of  Shopping  Centers  —  An  after-tax  gain  of 
$18.6  million  was  realized  from  the  sale  of  shopping 
centers,  concluding  implementation  of  our  strategic 
program  of  divesting  major  ownership  interests  in 
shopping  center  developments.  (Page  7) 

•  Financial  Strategies  —  A  debt  repurchase,  resulting  in  an 
extraordinary*  after-tax  expense  of  $14.3  million  in  1986, 
offered  significant  long-term  interest  savings.  In  addition, 
Federated  shareholders  benefited  in  1986  and  early  1987 
from  a  2-for-l  stock  split,  a  10.4  percent  dividend  increase 
and  a  stock  repurchase.  (Page  6) 

•  Tax  Reform  —  Federated’s  strong  and  active  leadership 
support  for  legislation  that  will  reduce  our  statutory 
federal  tax  rate  from  46%  to  34%  in  1988  brought 

with  it  repeal  of  die  Investment  Tax  Credit.  (Page  5) 
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Foley’s/Sanger  Harris  Merger 

In  January  1987,  Federated  merged  Foleys  and  Sanger 
Harris,  its  two  Texas-based  department  store  divisions.  With 
this  move,  the  company  completed  a  program  of  divisional 
consolidations  that  began  five  years  ago  as  a  means  of 
enhancing  Federated’s  efficiency  and  positioning  it  for  future 
growth. 

The  new  Foleys  —  a  leading  retailer  in  the  southwestern 
United  States,  with  sales  exceeding  $1.1  billion  —  now 
operates  37  stores  in  Texas,  Oklahoma,  Arizona  and  New 
Mexico.  It  is  Federateds  largest  department  store  division. 

The  merger  and  related  costs  resulted  in  a  fourth  quarter 
1986  unusual  after-tax  charge  of  $15.7  million.  The  amount 
includes  one-time  expenses  related  to  the  consolidation  of 
Foleys  systems  into  the  Atlanta-based  Southeast  Regional  Data 
Center.  This  center  was  established  in  1985  to  serve 
Federateds  Burdines,  Rich’s  and  Sanger  Harris  divisions.  (A 
more  detailed  look  at  the  importance  of  the  center  is 
included  on  page  16.) 

By  joining  forces  in  a  consolidated,  centralized 
operation,  the  new  Foleys  division  will  be  able  to  recognize 
enhanced  economies  and  operating  efficiencies  that  we 
believe  will  lead  to  improved  customer  service,  merchandise 
value  and  overall  performance.  In  addition,  the  merger  will 
result  in  a  reduced  cost  structure  for  the  new’  divisional 
operation,  positioning  it  to  play  a  leadership  role  in  the 
economic  growth  of  its  market  region. 

The  Foleys/Sanger  Harris  merger  is  expected  to  have  a 
modest  positive  effect  on  earnings  in  Fiscal  1987,  and  a 
significant  positive  earnings  impact  in  Fiscal  1988  and  beyond. 

Federateds  successful  division  consolidation  process 
began  in  1982  with  the  merger  of  the  Cincinnati-based 
Shillitos  and  Dayton-based  Rikes  divisions.  These  divisions 
later  were  merged  with  the  company’s  other  Ohio-based 
department  store  division  —  Lazarus  —  in  January  1986. 

Also  included  in  Federateds  now-completed  divisional 
consolidation  process  were  Levy’s,  based  in  Tucson,  which 
merged  into  Sanger  Harris  in  1984,  and  the  Atlanta-based 
Richway  division,  wrhich  joined  forces  with  Gold  Circle, 
headquartered  in  Columbus,  Ohio,  in  the  January  1986 
restructuring. 

Results  from  the  Lazarus/Shillito  Rikes  and  Gold  Circle/ 
Richway  mergers  met  expectations  in  Fiscal  1986.  We 
expect  the  strength  of  our  consolidated  divisions  to  make  a 
growing  contribution  to  the  continued  success  of  Federated 
in  the  future. 

Abraham  and  Straus  Repositioning 

Abraham  and  Straus,  Federateds  Brooklyn -based 
department  store  division,  embarked  on  a  strategic  program 
in  1986  to  concentrate  its  resources  on  solidifying  its  market 
share  in  the  New  York/New  Jersey  metropolitan  area  — 
traditionally  its  strongest  market. 

In  October,  A&S  opened  a  newr  store  in  the  Green  Acres 
Mall  in  Valley  Stream,  Long  Island,  a  key  location  that  will 
help  it  to  better  serve  the  New  York  trading  area. 

The  division  also  announced  its  withdrawal  from  the 
Philadelphia  market.  A&Ss  King  of  Prussia  store  dosed  in 
January  1987,  and  its  Willow’  Grove  location  will  close  in 
January  1988. 
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A  provision  for  loss  on  the  store  closings,  as  well  as  pre¬ 
opening  expenses  for  the  Valley  Stream  location,  resulted  in  a 
$9.0  million  after-tax  expense  in  1986. 

During  the  coming  year,  A&S  will  concentrate  on 
improving  its  14  existing  New7  York/New  Jersey  locations,  as 
well  as  exploring  additional  expansion  opportunities. 

Financial  Restructuring 

•  Federateds  Board  of  Directors  initiated  several 
major  actions  in  1986  and  early  1987  to  benefit 
shareholders  and  reflect  the  company’s  long-term  growth 
expectations. 

In  a  March  1987  move  to  help  broaden  the  market  for 
Federated  stock  and  expand  distribution  of  its  common 
shares,  the  Board  declared  a  2-for-l  split  of  its  common 
stock  in  the  form  of  a  100  percent  stock  dividend.  Shares 
will  be  distributed  Mav  11,  1987  to  shareholders  of  record 
April  13, 1987. 

At  the  same  time,  the  Board  increased  the  quarterly 
dividend  on  Federated  common  stock  by  10.4  percent  to  74 
cents  per  share  (  $2.96  annualized)  on  a  pre-split  basis,  and 
to  37  cents  per  share  ($1.48  annualized)  on  a  post-split 
basis.  This  increase  applies  on  a  pre-split  basis  to 
shareholders  of  record  April  10, 1987. 

•  The  Board,  in  declaring  the  split,  also  adjusted  to  20 
million  shares  on  a  post-split  basis  its  previously  approved 
authorization  for  the  company  to  repurchase  from  time  to 
time  10  million  shares  of  its  pre-split  common  stock  at 
price  levels  deemed  desirable.  Under  that  authorization. 
Federated  repurchased  about  2.2  million  shares  on  a  pre¬ 
split  basis  in  a  fourth  quarter  1986  transaction. 

As  a  means  of  maintaining  the  same  flexibility  for 
future  growth  as  existed  before  the  stock  split.  Federated’s 
Board  authorized  and  recommended  that  shareholders 
approve  an  increase  in  the  number  of  authorized  common 
shares  from  200  million  to  400  million  at  the  May  28,  1987 
annual  meeting.  If  approved,  the  additional  shares  would 
be  available  for  issuance  for  future  stock  dividends, 
acquisitions,  sale  for  cash,  employee  benefits  plans  and 
other  general  corporate  purposes. 

•  A  key  benefit  of  Federateds  sound  balance  sheet  and 
financial  strength  is  the  flexibility  it  provides,  allowing  the 
company  to  take  maximum  advantage  of  fluctuations  in 
interest  rates  and  market  conditions. 

Federated  was  able  to  capitalize  on  one  such 
opportunity  in  the  third  quarter  of  1986  by  repurchasing 
$297.0  million  of  its  outstanding  long-term  Sinking  Fund 
Debentures  and  Euronotes  with  coupon  rates  above  10 
percent. 

As  a  result  of  the  repurchase,  the  company  recorded 
an  extraordinary  after-tax  expense  in  the  third  quarter  of 
$14  3  million. 

The  debt  repurchase  contributed  to  a  lower  interest 
expense  in  Fiscal  1986.  Pre-tax  interest  expense  was  $79.8 
million  in  1986,  compared  with  $86.4  million  in  1985. 
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Shopping  Center  Divestitures 

Four  years  ago.  Federated  made  the  strategic  decision  to 
divest  itself  of  shopping  center  development  operations,  and 
to  focus  the  company's  resources  and  energies  on  the  further 
development  of  its  retailing  enterprises. 

Our  real  estate  disposition  program,  designed  to  increase 
shareholder  value,  has  capitalized  on  favorable  market 
conditions,  which  have  helped  bring  desirable  prices  for  our 
properties. 

The  company  completed  its  planned  divestiture  of  major 
shopping  center  properties  in  1986  with  the  sale  of  ownership 
interests  in  two  major  regional  shopping  centers  —  Hulen 
Mall  in  Fort  Worth,  Texas,  and  Hickory  Ridge  Mall  in 
Memphis,  Tennessee.  These  sales  represented  an  after-tax  gain 
of  $18.6  million. 

With  those  sales,  Federated  has  consummated  the 
strategic  disposition  of  all  wholly  owned  shopping  centers,  as 
well  as  all  other  major  interests  in  shopping  center 
developments. 

In  addition  to  the  shopping  center  transactions, 

Federated  sold  in  1986  significant  surplus  property  in 
California,  Florida,  New  York,  Georgia,  Texas,  Illinois  and 
Arizona.  Many  of  these  transactions  were  timed  to  take 
advantage  of  capital  gains  tax  provisions  repealed  under  the 
Tax  Reform  Act. 

We  believe  these  actions  will  result  in  the  highest  return 
for  shareholders  and  will  help  our  retail  businesses  expand 
and  develop.  Our  strategic  investments  in  store  openings, 
expansions  and  remodels  are  detailed  below: 

Remodels/Openings/Expansions 

Across  our  company.  Federated  is  making  the  significant 
capital  investment  necessary  to  remodel,  expand  and  improve 
existing  stores,  as  well  as  to  acquire  and  build  newr  locations. 

This  commitment  stems  from  the  philosophy  that,  in 
order  to  provide  the  appropriate  fashion-orientation  and 
environment  for  our  merchandise,  Federated  stores  must 
clearly  reflect  in  their  total  store  presentation  the  strategies 
developed  to  drive  sales  and  improve  performance. 


Our  stores  improvement  program  also  embraces  the 
belief  that  Federated  already  operates  the  best  retail  locations 
in  key  markets,  and  that  we  can  best  employ  those  assets  by 
making  the  stores  more  exciting  and  productive. 

The  company’s  capital  expenditures  in  1986  totaled  $514.8 
million,  an  increase  of  41.4  percent  from  the  previous  year.  In 
the  next  four  years,  we  plan  to  spend  approximately  $2.0 
billion  on  capital  projects. 

The  program  to  improve  existing  stores  is  especially 
prevalent  in  our  department  stores  segment,  w'here  we  have 
initiated  more  than  40  major,  strategic  store  remodels  and 
expansions  in  the  past  three  years.  These  projects  represent 
more  than  22  percent  of  all  current  department  store  selling 
space  and  will  cost  nearly  $300  million  to  complete. 

Through  early  forecasting  of  demographic  and 
geographic  expansion  trends  over  the  past  three  decades, 
Federated  has  been  able  to  secure  the  most  favorable 
suburban  department  store  locations  in  key  markets,  Today, 
new  stores  are  being  developed  prudently  to  fill  in  existing 
markets  and  to  extend  our  divisions’  influence  to  broader 
regional  horizons. 

In  Federated’s  mass  merchandising  segment,  Gold  Circle 
has  begun  a  program  to  remodel  and  respace  all  76  of  its 
locations  to  support  a  strategic  repositioning. 

Our  Ralphs  supermarket  division  has  pursued 
aggressively  a  program  of  replacing  older,  smaller  locations 
with  new;  larger  ones  dramatically  designed  to  serve  the 
diverse  needs  of  consumers  in  southern  California.  In  1986,  a 
total  of  14  Ralphs  Giant  and  four  Ralphs  superstores  were 
opened,  w  hile  18  smaller  and  older  locations  were  closed. 
(See  page  15.) 

MainStreet  and  Filenes  Basement  continue  to  expand 
rapidly  with  newr  stores  in  new  high-potential  markets,  while 
The  Children's  Place  has  concentrated  efforts  on  solidifying 
its  presence  in  existing  markets.  Together,  these  divisions 
opened  22  new-  locations  in  eight  new  markets  in  1986. 

(See  page  8.) 


1986  Store  Openings 

Division 

Store  Type 

Market 

Abraham  and  Straus 

Department 

Valley  Stream,  NY 

Bloomingdales* 

Department 

Boca  Raton,  Ft 

BloomingdaJes 

Furniture  Clearance 

Garden  City,  NY 

Bullocks 

Department 

Los  Angeles,  CA 

The  Children's  Place** 

Children's  Apparel 

Various  Markets  (10) 

Filenes  Basement 

Fashion  Discount 

Philadelphia,  PA  (2) 

Filenes  Basement 

Fashion  Discount 

Northern  New  Jersey  (2) 

Filenes  Basement 

Fashion  Discount 

Holyoke,  MA 

Filenes  Basement 

Fashion  Discount 

Massapequa,  NY 

Foley's 

Department 

Oklahoma  City;  OK  ( 2 ) 

Lazarus 

Department 

Heath,  OH 

MainStreet 

Moderate- Income  Department 

Chicago,  1L  (3) 

MainStreet 

Moderate  Income  Department 

Detroit,  MI  (3) 

Ralphs 

Ralphs  Giant 

Southern  California  (14) 

Ralphs 

Superstores 

Southern  California  ( 4 ) 

Richs 

Department 

Atlanta,  GA 

Richs 

Furniture 

Adanta,  GA 

Rich's 

Department 

Birmingham,  AL 

*Bk>om»n#tdak‘s  also  opened  two  Blootmes  Express  shops  in  Kennedy  Interrutiunal  Airpon  in  New  York 
“’Include#  three  locations  of  The  Accessory  Place,  3  womens  accessories  specialty  store 

Capital  Expenditures  by  Store  Type 
1984-86 

(millions  of  dollars} 


$266.3 


Drpirtmraflt  Stores  loui  of  Hui 

Herdnatataft, 

Saprrmarhru  i  Other 
.Stores 
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Upscale  Fashion  Leadership 

Federateds  upscale  department  stores  —  Bloomingdales, 
Bullocks/Bullocks  Wilshire  and  I.  Magnin  —  continued  to 
make  strides  in  1986  toward  serving  their  fashion-conscious 
customers  with  distinctive  merchandise  and  stores. 

Bloomingdales  performance  was  especially  gratifying  as 
the  division  surpassed  $1  billion  in  sales  for  the  first  time. 
Bloomingdales  also  strengthened  its  presence  in  the 
burgeoning  south  Florida  market  with  a  new'  store  in  Boca 
Raton,  and  began  construction  on  its  grand  new?  location  on 
.  Michigan  Avenue  in  Chicago,  scheduled  to  open  in  the  fall  of 
1988. 

In  addition,  the  division  turned  its  unique  merchandising 
flair  to  development  of  a  new  retailing  concept  in  1986.  Bvo 
pilot  Bloomies  Express  stores  were  launched  in  the 
international  terminal  at  Kennedy  International  Airport  in 
New  York,  marketing  Bloomingdales  merchandise  to  the  savvy 
European  traveler  who  wants  to  cam*  the  Bloomingdales 
name  back  home. 

In  California,  Bullocks/Bullocks  Wilshire  concentrated  its 
efforts  on  enhancing  its  upscale  positioning  in  the  Los 
Angeles  market.  Its  merchandise  mix  wras  reformulated  to 
expand  fashion  apparel  selections.  Key  stores  also  are  being 
remodeled  to  respace  departments  and  improve  visual 
presentation.  Bullocks  re-entered  the  downtown  Los  Angeles 
market  with  a  new  store  in  the  Citicorp  Plaza. 

In  addition,  catalog  sales  by  Bloomingdales-By-Mail  Ltd., 

I.  Magnin  and  Bullocks  Wilshire  continued  to  expand  in  the 
past  year.  Upscale  mail-order  sales  combined  to  total  about 
$75  million  in  1986,  an  11  percent  increase  from  1985. 


Consumer  acceptance  and  perception  of  MainStreet  has 
been  encouraging,  confirming  our  belief  that  MainStreet  will 
develop  into  an  exciting  growth  vehicle  for  Federated  in  the 
1990s  and  beyond. 

At  the  same  time,  MainStreet  has  demonstrated 
Federateds  ability  to  develop  and  test  unique  new  concepts  in 
retailing  within  our  existing  structure  —  to  back  exciting,  new- 
entrepreneurial  endeavors  with  the  strength,  resources  and 
expertise  that  are  so  vital  in  giving  success  room  to  grow. 

This  tradition  of  fostering  entrepreneurial  spirit  began 
with  Filenes  Basement  nearly  80  years  ago.  Today,  Filenes 
Basement  continues  its  legacy  of  being  one  of  the  nations 
favorite  fashion  apparel  discount  retailers.  Its  unique  offering 
includes  moderate-to-better  merchandise  that  appeals  to  the 
fashion  and  value  senses  of  upscale  consumers  in  key  urban 
areas  of  the  populous  Northeast. 

Based  on  the  success  of  its  locations  in  Massachusetts, 
New'  York,  New  Hampshire,  Rhode  Island  and  Connecticut, 
Filenes  Basement  broadened  its  horizons  in  1986  with  entries 
into  the  Philadelphia  and  northern  New  Jersey  markets. 
Further  expansion  is  planned  in  198". 

The  Children's  Place,  Federateds  nationwide  chain  of 
childrens  apparel  stores,  focused  on  strengthening  its  current 
locations  in  1986.  It  also  expanded  further  by  opening  seven 
new  childrens  wear  stores,  including  four  in  new  markers 

The  divisions  childrens  wear  stores  are  redirecting  their 
merchandise  offerings  to  emphasize  private  labels  and 
proprietary  product  development.  Existing  stores  are  being 
remodeled  to  conform  to  a  new  prototype  that  enhances 
visual  presentation  and  underscores  the  value  orientation  of 
The  Childrens  Place  for  voung  families. 


Growth  Vehicles 

Federated’s  MainStreet,  Filenes  Basement  and  The 
Childrens  Place  divisions  complement  market  segments 
served  by  the  company's  department  store  operations.  They 
also  serve  an  important  role  in  broadening  Federated's  total 
market  penetration  potential,  wrhile  expanding  our 
geographic  diversity. 

Together,  these  divisions  opened  22  new*  locations  in 
1986,  including  12  in  newr  markets.  The  investment  in  pre 
opening  expenses  for  new  stores  for  this  segment  was  $3.1 
million  after  taxes,  compared  to  $2.3  million  in  1985. 

Sales  in  this  segment  have  grown  nearly  three  fold  in  the 
past  five  years,  and  totaled  $523. 2  million  in  1986 

MainStreet,  launched  by  Federated  in  1984,  has  emerged 
rapidly  as  a  retailing  force  in  metropolitan  Chicago,  where  12 
stores  have  opened  within  the  last  three  years.  This  division 
also  entered  the  Detroit  market  with  three  stores  in  1986  and 
another  three  to  come  in  1987.  MainStreet's  entry  into 
Minneapolis/St.  Paul,  the  divisions  third  market,  w  ill  include 
five  stores  in  1988. 

MainStreet  wras  carefully  planned  and  meticulously 
researched  before  its  launch  three  years  ago  —  a  factor  we 
think  accounts  for  much  of  its  early  growth.  With  its  focus  on 
affordably  priced  fashion  apparel  for  the  entire  family, 
MainStreet  will  operate  29  locations  in  three  Midwestern 
states  by  the  end  of  1988. 
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The  division  also  continues  to  demonstrate  its  strong 
entrepreneurial  spirit  with  a  new  accessories  specialty  store 
marketed  to  young  women.  Called  “The  Accessory  Place/’  the 
concept  is  being  tested  in  the  New  York,  Philadelphia  and  St. 
Louis  markets  with  administrative,  merchandising,  marketing 
and  distribution  support  from  The  Childrens  Place 
organization. 

Gold  Circle  Consolidation 

Gold  Circle,  Federateds  upscale  mass  merchandising 
division,  repositioned  itself  in  1986  for  improved  performance 
following  the  merger  of  Gold  Circle  and  Richway  operations 
into  a  single  organization  w  ith  76  stores  in  the  eastern  United 
States. 

The  consolidation  has  reduced  Gold  Circles  cost 
structure  in  a  move  to  make  it  more  efficient  and  profitable. 
The  merger  also  has  afforded  the  division  additional 
opportunities  to  improve  customer  service  and  refine  its 
merchandise  assortments. 

A  renewed  focus  on  everyday  low  pricing  ensures 
competitiveness  in  commodity  merchandise.  At  the  same 
time,  Gold  Circle  has  instituted  a  major  thrust  in  fashion 
parts  of  the  business  —  both  in  apparel  and  home 
merchandise  —  that  offers  todays  looks  at  prices  Gold 
Circles  target  customers  can  recognize  as  value. 
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In  addition  to  Mr  Goldfeder  and  Mr 
Matthews,  members  of  Federated's  Office  of 
Corporate  Management  are,  from  left, 

John  W  Burden  III,  vice  chairman ;  Will  M. 
Storey,  vice  chairman ;  Aimer  M.  Porat, 
senior  vice  president ;•  Donald  J.  Stone,  vice 
chairman ,  Thomas  G.  Cody,  setiior  vice 
president,  and  Allen  I.  Questrom, 
executive  vice  president. 


Financial  Strength 

We  recognize  that  Federated’s  financial  strength  and 
flexibility  are  factors  key  to  the  company's  ability  to  grow 
and  develop  for  the  future.  For  that  reason,  we  have 
preserved  and  strengthened  the  company’s  financial 
position,  which  continues  to  be  one  of  the  best  in  the  retail 
industry: 


Cash  flow  from 
operations  rose  for  the 
sixteenth  consecutive  year  in 
Fiscal  1986  to  $591.6  million. 
This  vigorous  cash  flow  has 
allowed  us  to  finance 
substantially  all  of  our 
aggressive  capital  expansion 
program  —  as  well  as  to  pay 
increased  dividends  to 
shareholders  —  with 
internally  generated  funds. 

Federated  maintains  a 
strong  equity  base,  and  in 
1986  again  increased 
shareholders’  equity  per 
share  to  $28.54. 

In  1986,  the  company 
repurchased  nearly  2.2 
million  pre-split  shares  of  its 
common  stock  while 
maintaining  a  healthy 
financial  structure. 


We  believe  Federated's  strong  balance  sheet  also 
provides  ample  capacity  for  future  growth  and  expansion, 
while  allowing  the  company  flexibility  to  take  advantage  of 
market  conditions.  The  company  pursued  one  such 
opportunity  in  the  third  quarter,  when  we  completed  a 
program  of  repurchasing  $297.0  million  in  long-term 
Sinking  Fund  Debentures  and  Euronotes  with  coupon  rates 
above  10  percent. 

This  repurchase  program,  coupled  with  lower  interest 
rates  on  both  our  long  and  short  term  debt,  enabled  the 
company  to  reduce  its  interest  expense  to  $79.8  million  in 
Fiscal  1986  from  $86.4  million  in  Fiscal  1985. 


Looking  Ahead... 


We  are  enthusiastic  about  the  future  of  Federated,  and  we 
are  anxious  to  capitalize  on  the  numerous  opportunities  we 
have  worked  so  aggressively  to  cultivate. 

Many  of  our  strategic  programs  will  begin  to  come  to 
fruition  in  Fiscal  1987,  a  year  in  which  our  three  newly 
consolidated  divisions  will  be  taking  advantage  of  their 
enhanced  strength  in  the  marketplace  while  operating  on 
reduced  expense  structures.  At  the  same  time,  we  expea 
many  of  our  emerging  growth  vehicles  —  MainStreet,  Ralphs 
and  Filenes  Basement  in  particular  —  to  benefit  from  the 
contribution  of  new  store  locations  that  have  come  on  stream 
over  the  past  two  years. 

Measures  taken  to  improve  the  efficiency  and 
effeaiveness  of  our  divisions,  as  well  as  the  programs  of 
executive  development  and  “Priority  on  People"  that  are 
aimed  at  further  enhancing  the  talents  and  potential  of  our 
associates  at  all  levels,  w  ill  be  especially  important  in  the 
coming  year.  During  this  period  in  which  we  expect  the  retail 
environment  to  remain  competitive,  with  the  pace  of 
economic  growth  in  .America  slow  ing  from  the  brisk  pace  of 
recent  years,  the  contributions  of  our  associates  will 
determine  to  a  large  extent  the  degree  of  our  success. 

We  will  not  waiver  from  our  strategic  course  of 
improving  and  developing  our  department  store  businesses, 
which  will  continue  to  serve  as  the  foundation  of  our 
company  But  at  the  same  time,  we  are  committed  to  building 
on  that  foundation  by  lay  ering  other  types  of  retail  vehicles 
into  our  portfolio  in  a  manner  that  allows  us  to  continue  to 
pursue  additional  consumer  market  segments. 

Cher  the  past  several  years,  we  have  worked  diligently  on 
this  program  to  position  Federated  for  long-term  vitality.  This 
mission  often  required  us  to  make  hard  decisions  that  looked 
beyond  short-term  performance  to  the  benefit  of  future 
health  and  prosperity.  As  we  strive  to  reach  this  objective,  our 
company  has  fostered  a  sense  of  synergy  and  teamwork  that 
will  continue  to  serve  us  well.  This  spirit  —  and  the  way  it  is 
embodied  in  the  way  we  do  business  —  is  described  in  the 
follow  ing  pages. 

It  is  a  harbinger  of  achievements  that  now  are  w  ithin 
reach  as  Federated  looks  confidently  to  the  future. 

Sincerely  j 


Howard  Goldfeder 


Norman  S.  Matthews 


Chairman  and  Vrcsuletit  and 

Chief  Executive  Officer  Chief  Operating  Officer 
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Success  Through  Synergism 
A  Teamwork  Approach 


Federated  recognizes  the 
importance  of  strong 
individual  players  who 
work  together  toward  a 
common  objective.  And 
we  know  that  through  this 
firm  commitment  to  teamwork,  we  are 
able  to  maximize  our  opportunities 
and  leverage  our  potential  as  a  large, 
strong  and  synergistic  company: 

Teamwork  —  the  careful 
synthesizing  of  people,  ideas  and 
operations  to  implement  federateds 
strategies  —  is  the  essence  of  our 
ability  to  meet  customer  needs. 
Because  that  is  where  it  all  begins  and 
where  we  w  ill  determine  how  it  ends. 
With  our  associates  working  to  serve 
customers.  One-on-one  in  every  store, 
everyday.  Creating  the  kind  of 
interaction  that  stimulates  satisfaction 
and  success. 

And  teamwork  provides  us  with 
more.  It  gives  us  the  important  ability 
to  respond  to  changing  business 
conditions  in  an  increasingly 
competitive  retail  environment. 

This  fusion  of  resources  adds  an 
important  value  dimension  to 
Federated's  historical  strength  as  an 
entrepreneurial  company  that 
recognizes  creativity  and  rewards 
initiative. 

Federated's  private  label  and 
coordinated  division  purchasing 
programs,  w  hich  accounted  for  as 
much  as  $750  million  in  retail  sales  in 
1986,  are  prime  examples  of  corporate 
synergy  at  work.  Administered  by 
Federated  Merchandising  Services  in 
Newr  York,  these  programs  incorporate 
the  best  thinking  of  experienced 
divisional  merchants  from  across  the 
company. 
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Most  importantly  Federated’s 
private  labels  and  fashion  forecasting 
enhance  the  ability  to  provide  our 
department  store  divisions  with  an 
important  competitive  merchandising 
edge  —  and  help  each  to  enhance  its 
unique  flair  Particularly  impressive  is 
the  growth  of  upscale  private  labels  — 
including  Allen  Solly  for  men  and 
women  and  Lauren  Alexandra  for 
women  —  which  cater  to  a  fashion¬ 
conscious  market  segment.  Sales  of 
these  upscale  private  labels  increased 
by  65  percent  in  1986  from  the 
previous  year. 

Working  together,  our  divisions 
also  find  new'  way's  to  make  existing 
operations  more  efficient  and  effective. 
Interdivisional  task  forces  of  Federated 
executives  are  studying  and 
formulating  creative  solutions  to 
complex  problems  that  range  from 
improving  the  return  on  investment  of 
our  home  furnishings  business  to 
examining  opportunities  for 
regionalized  systems,  transportation, 
distribution,  store  planning  and  credit 
operations. 

Federateds  five-year  process  of 
division  consolidations,  completed  in 
January  1987  w  ith  the  merger  of  our 
Texas-based  Foleys  and  Sanger  Harris 
department  store  divisions,  has  been 
an  important  vehicle  for  Federated. 
These  consolidations  —  which  also 
included  Sanger  Harris/Levy's  and 
Shill itok-’Rikes  in  1982.  and  Lazarus/ 
Shillito  Hikes  and  Gold  Circle/Richway 
in  January  1986  —  provided  us  with  the 
opportunity  to  drive  sales  while 
reducing  expense  structures. 

Moreover,  these  mergers  have 
allowed  us  to  devote  additional 
resources  and  energies  to  improving 
customer  service,  merchandise 
selections  and  store  remodels  and 
expansions  —  factors  that  matter  most 
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to  our  customers  and  that  will  improve 
our  stores’  market  share  over  the  long 
term. 

Results  of  the  mergers  have  been 
impressive  to  date.  The  new  Lazarus 
division  in  1986  increased  its  operating 
profits  and  return  on  investment;  Gold 
Circle  met  our  expectations  for  post¬ 
merger  performance. 

On  a  regional  scale.  Federated 
divisions  also  are  working  together  on 
selected  operational  support  functions, 
particularly  those  that  rely  on  advanced 
computer  technology:  The  Southeast 
Regional  Data  Center  in  Atlanta,  for 
example,  was  formed  in  1986  to  handle 
the  data  processing  needs  of  three 
southern  department  store  divisions.  A 
closer  look  at  that  center  and  its 
growing  role  within  Federated  appears 
on  page  16. 

Additional  synergy  is  generated 
through  integrating  the  systems  of  our 
growing  MainStreet  division  with  those 
of  Gold  Circle  in  Columbus,  Ohio,  and 
through  a  cooperative  effort  that  allows 
Lazarus  in  Cincinnati  to  process  data 
for  our  Memphis-based  Goldsmith's 
division,  as  well  as  for  Federated 
Merchandising  Sen-ices  and  the 
Corporate  Office 

We  believe  that  through  these 
initiatives  of  teamwork,  Federated’s 
true  value  greatly  exceeds  the  sum  of 
its  individual  parts.  And,  as  we  expand 
and  develop  further  opportunities  to 
wfork  together,  this  special  synergism 
will  promote  even  greater  returns  in 
the  future. 
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Creativity  and  flair 
are  hallmarks  of 
a  dynamic  Federated 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


Identifying  and  meeting  the  needs  of  our 

customers  —  from  distinctive  merchandise 

offerings  to  a  new  focus  on  improved  customer  service  — 

is  the  highest  priority  of  our  department  stores. 
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A  variety  of  distinctive  retail  vehicles 
targeted  to  key  customer  segments 
provides  Federated  the  opportunity 
to  serve  diverse  markets. 
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Ralphs  Giant 
Launches  New 
Supermarket  Format 

Ralphs,  Federateds  southern 
California  supermarket  division,  made 
an  exciting  breakthrough  in  1986  with 
the  rapid-fire  opening  of  14  Ralphs 
Giant  stores  in  the  Los  Angeles  area. 

Total  capital  expenditures  in 
Ralphs  were  $158.6  million  in  1986,  and 
included  acquiring  and  opening  the 
Ralphs  Giant  stores  and  four  new 
superstores,  implementing  a 
modernization  and  expansion  of 
Ralphs’  distribution  center  as  well  as 
remodeling  nine  supermarkets. 

The  innovative  Ralphs  Giant 
program  was  an  impressive  team  effort 
that  drew  on  Ralphs’  nearly  115  years  of 
experience  in  the  grocery  business,  as 
well  as  on  its  keen  understanding  of 
consumer  expectations  and  preferences 
in  Americas  second  largest  consumer 
market. 

Ralphs  Giant  stores  transcend  the 
traditional  supermarket.  Each  is  about 
70,000  square  feet  and  carries  more 
than  30,000  items  —  nearly  triple  die 
size  and  double  the  number  of 
merchandise  items  of  a  typical 
supermarket. 

The  unique  Ralphs  Giant  concept 
meets  customer  demands  by  offering 
everyday  minimum  prices  and  a  clean, 
well-marked  store  presentation  of 
warehouse-priced  packaged  goods. 
Wide  assortments  of  high-quality 
produce,  bakery,  meat  and  seafood  are 
featured  in  exciting  and  dramatic 
perishable  departments, 

Ralphs  is  Federated’s  vehicle  to 
reach  an  important  and  growing 
market  segment.  In  addition,  Ralphs 
and  our  general  merchandise  divisions 
continue  to  share  the  benefits  of 
important  lessons  learned  from  each 
other  in  areas  ranging  from  expense 
management  and  distribution 
techniques  to  application  of 
sophisticated  retailing  technology 

It  is  this  type  of  partnership  that 
distinguishes  Federated,  and  that 
demonstrates  why  our  divisions  —  and 
the  company  as  a  whole  —  believe  that 
success  in  the  future  will  come  through 
capitalizing  on  the  unique  opportunities 
that  exist  for  enhancing  operational 
synergy  across  the  corporation. 
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Regional  Data  Center 
Demonstrates  Success 
Through  Synergy 

A  clear  demonstration  of  the  synergy 
among  Federated  divisions  is  at  work 
in  the  company's  Southeast  Regional 
Data  Center  in  Atlanta. 

The  center  was  the  brainchild  of 
executives  at  our  Sanger  Harris,  Richs 
and  Burdines  department  store 
divisions.  Through  it,  they  saw  an 
opportunity  to  enhance  the 
effectiveness  and  efficiency  of  data 
processing  for  all  three  divisions  by 
combining  individual  EDP  functions 
into  a  coordinated  computer  facility: 

Federated  announced  formation  of 
this  state-of-the-art  center  in  January 
1986  as  part  of  a  larger  corporate 
restructuring.  Throughout  the  past  year, 
participating  divisions  focused  on 
pooling  their  talents  and  resources  to 
bring  their  vision  to  reality  The  center 
was  fully  operational  by  mid-year. 

Our  newly  merged  Foleys/Sanger 
Harris  division  consolidated  its  systems 


into  the  regional  center  in  early  1987, 
at  which  point  the  center  will  be 
processing  collectively  all  data  for  a 
group  of  divisions  representing  about 
one-quarter  of  Federated's  annual  sales. 

We  believe  the  center  represents  a 


creative  manifestation  of  what 
Federated  associates  can  and  will 
continue  to  accomplish  when 
encouraged  to  identify  opportunities  to 
leverage  our  business  operations  in 
new  and  challenging  ways. 


Where  We  Operate 

Abraham  and  Straus 

15  department  stores  in  die  New  York  City  and 
Philadelphia,  Pennsylvania,  metropolitan  areas, 
on  Long  Island  and  in  northern  New  Jersey 

Bloomingdale’s 

16  department  stores  in  the  New  York  City; 
Philadelphia,  Pennsylvania;  Washington  D.C.; 
Boston*  Massachussetts;  Stamford,  Connecticut; 
Dallas*  Texas;  Boca  Raton  and  Miami,  Florida; 
metropolitan  areas,  on  Long  Island  and  in 
northern  New  Jersey 

Bullocks/Bullocks  Wilshire 

22  department  stores  and  six  specialized  fashion 
stores  in  the  Los  Angeles,  San  Diego  and  Palm 
Springs,  California;  Las  Vegas,  Nevada;  and 
Scottsdale.  Arizona,  metropolitan  areas 

Burdines 

29  department  stores  throughout  Florida, 
including  the  Miami,  Fort  Lauderdale,  West  Palm 
Beach.  Gainesville,  Daytona  Beach,  Orlando, 
Melbourne,  Tkmpa-St.  Petersburg,  Fort  Meyers 
and  Sarasota  metropolitan  areas 

The  Children’s  Place 

163  children's  apparel  and  three  women’s 
accessories  stores  in  California,  Colorado, 
Connecticut,  Delaware,  Florida,  Georgia,  Illinois, 
Indiana,  Kansas,  Kentucky;  Louisiana,  Maine, 
Maryland.  Massachusetts.  Michigan,  Missouri, 
New  jersey,  New  York,  North  Carolina,  Ohio, 
Oklahoma,  Pennsylvania,  South  Carolina.  Texas, 
Virginia  and  Wisconsin 


FUene’s 

16  department  stores  throughout  the 
northeastern  United  States,  including  the 
Boston,  Massachusetts;  Warwick,  Rhode  Island; 
Manchester.  New  Hampshire;  Portland,  Maine; 
Waterford,  Connecticut;  and  Albany,  New-’  York, 
metropolitan  areas 

Fllene’s  Basement 

22  stores  throughout  the  northeastern  United 
States,  including  the  Boston  and  Holyoke, 
Massachusetts;  Warwick,  Rhode  Island; 
Manchester,  New  Hampshire;  New  York,  New 
York;  Hartford,  Connecticut;  and  Philadelphia, 
Pennsylvania,  metropolitan  areas,  on  Long  Island 
and  in  northern  New  Jersey 

Foley’s 

37  department  stores  throughout  the 
southwestern  United  States,  including  the 
Houston,  Dallas/Fort  Worth,  Austin,  San  Antonio, 
Bryan/’College  Station  and  lyier,  Texas; 
Oklahoma  City  and  Tblsa,  Oklahoma;  Tucson, 
Arizona;  and  Albuquerque,  New  Mexico, 
metropolitan  areas 

Gold  Circle/Richway 

76  mass  merchandising  stores  in  Ohio,  New’ 
York,  Kentucky,  Georgia,  Florida,  Tennessee  and 
North  and  South  Carolina 


Goldsmith’s 

Six  department  stores  in  Memphis  and  Jackson, 
Tennessee 

Lazarus 

32  department  stores  in  the  Columbus, 
Cincinnati,  Dayton,  Springfield,  Mansfield,  Lima 
and  Newark.  Ohio;  Indianapolis  and  Evansville, 
Indiana;  Louisville  and  Lexington,  Kentucky  ,  and 
Huntington.  West  Virginia,  metropolitan  areas 

K.  Magnin 

26  stores  in  the  San  Francisco,  Oakland,  Los 
Angeles,  Sacramento,  Palo  Alto  and  Palm 
Springs,  California;  Seattle,  Washington;  Portland, 
Oregon;  Phoenix,  Arizona;  Chicago,  Illinois;  and 
Washington  D.C.  metropolitan  areas 

MainStreet 

15  stores  in  the  Chicago,  Illinois,  and  Detroit, 
Michigan,  metropolitan  areas 

Ralphs 

15  Ralphs  Giant  stores  and  112  other 
supermarkets  in  southern  California,  including 
Los  Angeles,  Orange.  San  Bernadino,  Riverside. 
San  Diego.  Ventura  and  Kern  Counties 

Rich’s 

20  department  stores  in  the  Atlanta  and  Augusta. 
Georgia;  Columbia  and  Greenville,  South 
Carolina;  and  Birmingham,  Alabama, 
metropolitan  areas 
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Federated  Department  Stores,  Inc. 


Division 

Performance 


Abraham  and  Straus 
Brooklyn,  New  York;  established  1865 
Chaim  Y.  Edelstein,  chairman 
Robert  J.  Anderson,  president 
1986  Sales  $778.6  million;  1985  Sales 
$767.5  million 

A&S  Is  performance  in  1986  was  enhanced 
by  the  very  strong  opening  of  a  store  in 
Valley  Stream  on  Long  Island,  where  the 
division  already  enjoys  a  strong  position. 
With  the  announced  closing  of  A&S’  two 
Pennsylvania  stores,  the  division  will 
concentrate  on  solidifying  its  market  share 
in  New  York  and  Newr  Jersey: 

The  division  also  is  reacting  to 
merchandise  trends  by  expanding  fashion 
apparel  departments  for  broader  exposure, 
while  consolidating  home  store  and  hard 
goods  space  allocation  in  newr  and 
renovated  stores. 

A&S  reinforced  its  strong  community 
commitment  by  co-sponsoring  the  July  a 
Liberty  Weekend  fireworks. 


Bloomingdale’s 

Manhattan,  New  York;  established  1872 
Marvin  S.  Traub,  chairman 
Robert  Tammero,  president 
1986  Sales  $1,050.0  million;  1985  Sales 
$955.2  million 

Improved  results  dominated  in  1986  as 
Bloomingdales  exceeded  $1  billion  in  sales 
for  the  first  time,  co-sponsored  the  July  4 
Liberty  Weekend  fireworks,  and  saluted  the 
100th  anniversary  of  the  Manhattan  flagship 
store  in  the  fall. 

Sales  and  profits  both  showed  substantial 
growth  during  the  year  Also  successful 
were  the  opening  of  a  new  store  in  Boca 
Raton,  Florida,  and  the  inauguration  of  the 
first  two  Bloomies  Express  shops  at 
Kennedy  International  Airport. 

Construction  began  on  a  location  on  North 
Michigan  Avenue  in  Chicago,  which  is 
scheduled  to  open  in  fall,  1988. 

The  divisions  renovation  program 
continued  as  the  Manhattan  stores  fourth 
floor  was  completed,  and  work  on  the  third 
floor  began.  In  addition,  remodelings  were 
implemented  in  White  Flint  and  W  hite 
Plains. 


Construction  has  begun  on  a  new 
fulfillment  center  in  Cheshire.  Connecticut 
for  the  growing  Bloom ingdales-By-Mail  Ltd. 
catalog  operation.  When  completed,  it  will 
permit  ever  greater  growth  and  better 
service. 


Bullock’s 

Los  Angeles,  California;  established 
1906 

Allen  I.  Questrom,  chairman 
Janies  E.  Gray,  president 
1986  Sales  $751.8  million;  1985  Sales 
$712.3  million 

Bullocks  Wilshire 

Los  Angeles.  California;  established 
1929 

Jerome  M.  Nemiro,  president 

Bullocks  goal  of  reinforcing  its  position 
as  southern  California’s  premier  upscale 


department  store  neared  reality  in  1986  as 
the  division  made  dramatic  positive  strides 
in  customer  service,  visual  presentation  and 
focused  assortments.  Sales  and  earnings 
were  at  record  levels. 

The  previously  announced  respacing 
program  to  feature  core  departments  was 
begun  in  four  stores  and  scheduled  for 
others  in  1987. 

In  August,  Bullocks  opened  its  new' 
downtown  Los  Angeles  store  with 
significantly  improved  levels  of  customer 
service. 

Bullocks  Wilshire,  the  six-store  specialty 
group,  added  a  seventh  location  in 
February  1987  as  it  opened  a  57,000-square- 
foot  store  in  Palm  Desert. 
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Burdines 

Miami,  Florida;  established  1898 
Howard  Socol,  chairman 
James  D.  Carreker,  president 
1986  Sales  $809.7  million;  1985  Sales 
$757.5  million 

Burdines  showed  growth  in  sales, 
earnings  and  market  share  in  1986,  while 
continuing  to  position  itself  for  the  future 
as  Florida's  fashion  headquarters. 

Three  stores  were  totally  remodeled  and 
others  were  partially  renovated.  This  store 
improvement  program,  intended  to 
position  Burdines  for  accelerated  market 
share  growth,  will  include  additional 
remodels  and  renovations  in  1987. 

Burdines  positioning  has  helped 
differentiate  it  from  its  many  competitors, 
including  those  who  have  entered  the 
Florida  market  from  other  parts  of  the 
country.  As  part  of  that  positioning  effort. 
Burdines  continued  to  develop  special 
merchandise,  visual  presentation  and 
services  that  reflect  the  Florida  lifestyle. 

Burdines  announced  a  store  in  the  Palm 
Beach  market.  Scheduled  to  open  in  the  fall 
of  1988,  the  new’  location  will  be  Burdines 
fourth  in  Palm  Beach  County 


The  Children’s  Place 

Pine  Brook,  New  Jersey;  established 

1969 

Peter  M.  Starred,  chairman 
David  S.  Mooney,  president 
1986  Sales  $161.8  million;  1985  Sales 
$158.7  million 

The  Children's  Place  developed  and 
implemented  plans  in  1986  to  meet  the 
challenges  of  a  difficult  competitive 
environment.  Its  performance  improved. 

The  divisions  merchandise  offering  has 
been  refined  to  include  greater  assortments 
of  private  label  merchandise  marketed 
under  the  "Rattles,”  “Images”  and  "On 
Track”  labels. 

Expansion  of  a  new  store  design 
prototype,  accompanied  by  dynamic  visual 
presentatioas  to  attract  quality-  and  price¬ 
conscious  parents  and  their  children,  will 
continue  in  1987 

The  division  launched  a  new  specialty 
store  group  —  called  The  Accessory  Place 
—  in  1986  with  test  locations  in  the  New 


York,  Philadelphia  and  St.  Louis  markets 
The  stores  offer  exciting,  fashion  accessory 
merchandise  targeted  primarily  to  young 
women  ages  16  through  34.  Ten  additional 
locations  are  planned  for  1987. 


Filene’s 

Boston,  Massachusetts;  established 
1852 

Michael  J.  Babcock,  chairman 
Jerry  M.  Socol,  president 
1986  Sales  $390.8  million;  1985  Sales 
$353  5  million 

Filenes  generated  record  sales  and 
profits  in  1986.  The  increases  came  from 
across  the  division. 

Particularly  impressive  has  been  growth 
in  Filenes  stores  in  remote  markets. 

Filenes  has  intensified  and  broadened  its 
better  apparel  assortments  and  eliminated 
its  home  furnishings  business.  The 
divisions  merchandise  repositioning 
strategy  begun  in  1984.  was  strengthened 
writh  the  launch  of  a  new  institutional 


marketing  and  media  campaign,  which 
enhanced  Filenes  established  reputation  as 
the  leading  department  store  in  New- 
England. 


Filene’s  Basement 

Boston,  Massachusetts;  established 

1909 

Samuel  J.  Gerson,  chairman 
M.  Anathan  111,  president 
1986  Sales  $252.1  million;  1985  Sales 
$212.8  million 

Sales  per  square  foot  continued  to  be 
impressive  as  Filene’s  Basement  expanded 
in  new  and  existing  markets  in  1986.  The 
divisions  organization  has  assimilated  the 
rapid  growth  in  stores,  while  continuing  to 
position  itself  for  substantial  future 
development. 

Six  new’  stores  wrere  opened  in  1986, 
including  initial  entries  into  the  northern 
New  Jersey  Philadelphia  and  Holyoke. 
Massachusetts,  markets.  An  additional 
location  was  opened  on  U)ng  Island. 
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Foley’s 

Houston,  Texas;  established  1857 
Lasker  M.  Meyer,  chairman 
John  B.  Utsey,  vice  chairman 
Michael  Steinberg,  president 
1986  Sales  $1,107.0  million;  1985  Sales 
$1,131.0  million 

The  Foleys  and  Sanger  Harris 
department  store  divisions  were  merged  in 
January  1987  into  a  single  organization 
operating  37  stores  in  four  states  under  the 
Foleys  name.  The  merger  will  provide 
operating  efficiencies  that  will  translate  into 
wider  merchandise  selections,  better 
service  and  enhanced  stores  as  the  new 
Foleys  positions  itself  for  future  growth  of 
the  Southwest. 

In  1986,  sales  and  profits  in  oil-producing 
areas,  particularly  Houston,  Oklahoma  City 
and  Tulsa,  continued  to  be  depressed. 

Two  stores  were  opened  in  1986  in  the 
Oklahoma  City  market,  where  a  third 
location  is  planned  for  1988.  Stores  in  the 
Dallas,  Tulsa  and  Albuquerque  markets 
were  remodeled.  A  major  expansion  and 


remodel  of  the  North  Star  store  in  San 
Antonio  was  completed. 

Foley's  entered  another  new  Texas 
market  —  Corpus  Christi  —  writh  one  store 
opened  in  March  1987. 


Gold  Circle 

Columbus,  Ohio;  established  1967 
Peter  J.  Hayes,  chairman 
Robert  B.  Glass,  president 
E.  Jackson  Smailes,  vice  chairman 
1986  Sales  $969.2  million;  1985  Sales 
$1,057.9  million 

Gold  Circle  successfully  integrated  the 
former  Richway  division  into  a  new,  76- 
store  operation  during  1986,  and  continued 
to  implement  strategies  to  reposition  the 
company  as  an  upscale  mass  merchant. 

The  division  continues  to  place  high 
priority  on  customer  service,  and  is 
building  on  its  tradition  of  technological 
advancement  with  new  merchandise 
information  and  on-line  replenishment 
systems. 

A  new  store  design  has  been  adopted  to 
support  the  divisions  offering  of  current 


fashion  and  trend  items,  along  with 
consumables  at  everyday  low  prices. 
Customers  have  responded  well  to  the  new 
format,  which  was  incorporated  in  five 
stores  during  1986,  and  the  division  is 
aggressively  pursuing  additional 
conversions  to  the  new  layout. 

Year-to-year  sales’  comparisons  were 
unfavorably  impacted  by  the  closing  of  five 
Gold  Circle  stores  in  the  Pittsburgh  market 
in  January'  1986. 


Goldsmith’s 

Memphis,  Tennessee;  established  1870 

Matthew  Spiegel,  chairman 

Roger  Knox,  president 

1986  Sales  $174.0  million;  1985  Sales 

$169.1  million 

Goldsmiths  began  its  remodeling  of  the 
Hickory^  Ridge  store  in  November  1986. 

This  remodel  is  the  third  such  renovation 
in  the  last  three  years,  consistent  with  the 
division’s  strategy’  to  reallocate  space  to  fast- 
growth  merchandise  categories  and  to 
renovate  and  respace  existing  stores. 
Operating  profits  increased. 


Lazarus 

Cincinnati,  Ohio;  established  1830 
John  D.  Miller,  chairman 
Herbert  Ross,  president 
1986  Sales  $904.7  million;  1985  Sales 
$856.2  million 

The  new’  Lazarus  division,  formed  in 
January  1986  with  the  merger  of  Lazarus 
and  Shillito  Rikes,  achieved  record  sales, 
profits  and  return  on  investment  in  1986. 
Expenses  were  lowered,  consistent  with 
pre-merger  plans 

Major  store  remodels  were  completed  in 
the  Lexington,  Columbus  and  Indianapolis 
markets,  with  smaller  renovations 
completed  in  five  other  stores.  In  addition, 
a  fourth  small  soft  goods  department  store 
was  opened  in  Heath,  Ohio,  in  October. 

Plans  for  1987  include  three  additional 
smaller  department  stores,  two  major 
remodels  and  many  smaller  renovation 
projects. 

Lazarus’  customer  service  selling  effort 
continued  to  accelerate,  gaining  increasing 
recognition  by  customers  in  all  markets.  In 
fulfilling  the  commitment  to  superior 
service,  extra  sales  associates,  sales 
managers  and  sales  support  staff  were 
added  in  1986. 
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I.  Magnin 

San  Francisco,  California;  established 
1876 

Barbara  Bass,  chairman 
Gerald  E.  Napier,  president 
1986  Sales  $317.1  million;  1985  Sales 
$319  0  million 

Performance  of  I.  Magnin  s  Chicago, 
Washington  D.C.  and  Phoenix  stores 
boosted  total  division  results  in  1986. 

Repositioning  will  continue  in  1987,  as 
better  apparel  assortments  will  be 
expanded,  with  particular  emphasis  on 
private  label  merchandise. 

The  division  introduced  a 
communications  strategy  in  1986  to 
strengthen  its  image  as  a  fashion  authority: 
Assortments  and  visual  presentation 
improved,  and  additional  emphasis  was 
placed  on  high  fashion  in  advertising  and 
direct  mail.  Minor  renovation  projects  were 
completed  at  a  number  of  stores. 


MainStreet 

Chicago,  Illinois;  established  1983 
John  H.  Eyler  Jr.,  chairman 
James  J.  Amann,  president 
1986  Sales  $109.3  million;  1985  Sales 
$50.3  million 

MainStreet  opened  six  new  stores  in 
1986.  Three  were  in  Greater  Detroit,  the 
division’s  first  venture  outside  the  Chicago 
area.  Three  more  Detroit  locations  —  as 
well  as  two  in  Chicago  —  are  planned  for 
opening  in  198T 

MainStreet  also  announced  nine  new 
stores  for  1988,  including  an  entry  into  the 
Minneapolis/St.  Paul  market.  This  brings  to 
29  the  number  of  stores  opened  and 
announced  through  1988. 

Year-to-year  sales  growth  for  existing 
stores  has  been  strong,  indicating  that  this 
division  will  make  a  major  contribution  to 
Federated's  future  growth. 


Ralphs 

Los  Angeles,  California;  established 
1873 

Byron  Aliumbaugh,  chairman 
Patrick  W.  Collins,  president 
1986  Sales  $2,045.7  million,  1985  Sales 
$1,813.6  million 

The  division  opened  14  new  format 
Ralphs  Giant  stores  in  Greater  Los  Angeles 
in  die  second  half  of  1986.  Each  location 
averages  70,000  square  feet  and  features 
large  assortments  of  quality  perishables  — 
produce,  bakery7,  deli,  seafood  and  meat  — 
around  the  perimeter  and  low-priced 
grocery  products  displayed  on  warehouse 
racking  to  accent  value  in  the  interior  part 
of  the  store.  In  addition,  four  40,000-  to 
4 5 ,000-square  Toot  superstores  were 
opened. 

Concurrent  with  the  newr  stores,  18 
smaller  stores,  averaging  32,000  square  feet 
each,  were  closed. 

Ralphs’  sales  in  1986  exceeded  $2  billion 
for  the  first  time,  w  hile  profits  also  reached 
all-time  highs. 


Rich’s 

Atlanta,  Georgia;  established  1867 
James  M.  Zimmerman,  chairman 
Merwin  F.  Kaminstein,  president 
1986  Sales  $690.6  million;  1985  Sales 
$647.0  million 

Rich’s  added  a  third  location  in  the 
Birmingham,  Alabama,  market  in  1986  with 
the  opening  of  a  department  store  in  the 
Riverchase  Galleria.  In  addition,  a  new 
store  in  Town  Center  wras  opened  to  serve 
the  Atlanta  and  north  Georgia  markets 

The  first  phase  of  Rich’s  downtown  store 
remodeling  w'as  completed  in  November. 

The  division  continued  its  efforts  to 
differentiate  itself  from  competitors  in  the 
midst  of  a  significant  increase  in  the 
amount  of  competitive  retail  space  in  the 
Atlanta  market. 

Rich’s  opened  a  new  90,000-square  foot 
headquarters  furniture  store  in  December 
1986  at  Perimeter  Mall.  Early  sales  have 
been  above  expectations. 
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Earnings 

f  millions  of  dollars) 


Per  share  earnings* 

(dollars) 


■  Extraordinary  Item 


77 

*195.1 

78 

$1967 

79 

$202.3 

80 

*276.8 

HI 

$238.3 

82 

$232.8 

S3 

*338.3 

H4 

*329.3 

H 5 

*286.6 

H6 

*301.9 

|($143) 

■  Extraordinary  Item 

77 

*2.03 

78 

$2.04 

79 

*2.09 

HO 

$2.86 

HI 

*2.66 

H2 

*2.40 

82 

$3.48 

84 

*3.38 

*5 

*2.94 

86 

*312 

Per  share  dividends* 

(dollars) 


Net  sales 

( millions  of  dollars) 


Retail  store  facilities 
(unaudited)  at  end  of 
fiscal  year 

( millions  of  scjuare  feet ) 


□  Department  Stores  ■  Mass  Merchandising  Stores  ■  Supermarkets  ■  Other 
•All  per  share  data  reflect  the  2  for  1  common  stock  split  on  April  13,  198”. 
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Federated  Department  Stores,  Inc. 


Consolidated  Statement  of  Income 


(in  thousands,  except  per  share  data) 

52  Weeks  Ended 
January' 31  1987 

52  Weeks  Ended 
February  *  1,  1986 

53  Weeks  Ended 
February' 2,  1985 

Net  Sales,  including  leased  department  sales  of  $324,200, 

$294,300  and  $264,000 

$10,512,425 

$9,978,027 

$9,672,336 

Cost  of  sales,  including  occupancy  and  buying  costs 

7,698,628 

7,314,725 

7,097,683 

Selling,  publicity,  delivery  and  administrative  expenses 

2,103,315 

1,962.537 

1,893.649 

Provision  for  doubtful  accounts 

50,558 

45.599 

33,924 

Interest  expense  —  net 

79,801 

86,386 

116,259 

Unusual  items  —  net 

13,082 

35.054 

(42,609) 

Total  costs  and  expenses 

9,945,384 

9,444.301 

9,098.906 

Income  Before  Income  Taxes  and  Extraordinary  Item 

567,041 

533,726 

573,430 

Federal,  state  and  local  income  taxes 

265.100 

247,100 

244,100 

Income  Before  Extraordinary  Item 

301,941 

286,626 

329,330 

Extraordinary  item  —  loss  on  early  extinguishment  of  debt, 
net  of  tax  effect  of  $14,527 

(14,341) 

— 

Net  Income 

$  287,600 

$  286.626 

$  329,330 

Earnings  Per  Share  of  Common  Stock: 

Income  before  extraordinary  item 

$3.12 

$2.94 

$3.38 

Extraordinary  item 

(.15) 

— 

— 

Net  income 

$2.97 

$2.94 

$3.38 

Fully  Diluted  Earnings  Per  Share: 

Income  before  extraordinary  item 

$305 

$2.87 

$3-30 

Extraordinary  item 

(-14) 

— 

— 

Net  income 

$2.91 

$2.87 

$3.30 

The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 
All  per  share  data  reflect  tlye  2-Jbr-l  common  stock  split  on  April  13,  1987 . 
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Federated  Department  Stores,  Inc 


Consolidated  Balance  Sheet 


(m  thousands) 

January*  3L  1987 

February •  1,  1986 

Assets 

Current  Assets: 

Cash 

$  101,097 

$  54,270 

Accounts  receivable 

1,554,402 

1,607,012 

Merchandise  inventories 

1,405,992 

1,320,097 

Supplies  and  prepaid  expenses 

42,508 

43,448 

Total  Current  Assets 

3,103.999 

3,024,827 

Property  and  Equipment  —  net 

2,451,629 

2.249,624 

Other  Assets 

132,110 

79,192 

Total  Assets 

$5,687,738 

$5,353,643 

Liabilities  and  Shareholders’  Equity 

Current  Liabilities: 

Notes  payable  and  long-term  debt  due  w  ithin  one  year 

3  240,053 

$  42,749 

Accounts  payable  and  accrued  liabilities 

1,249,149 

1,125,626 

Income  taxes 

119,149 

320,748 

Total  Current  Liabilities 

1,608,351 

1,489,123 

Deferred  Income  Taxes 

420,042 

186,091 

Deferred  Compensation  and  Supplementary  Retirement 

204,890 

189,648 

Long-Term  Debt 

791,901 

781,513 

Shareholders'  Equity: 

Preferred  stock 

— 

— 

Common  stock 

118,876 

62,196 

Capital  in  excess  of  par  value  of  common  stock 

25,597 

98,506 

Retained  earnings 

2,538,612 

2,569,404 

Less  treasury  stock  at  cost 

20,531 

22,838 

Total  Shareholders'  Equity 

2,662,554 

2,707,268 

Total  Liabilities  and  Shareholders'  Equity 

$5,687,738 

$5,353,643 

The  accompanying  notes  are  an  integral  part  of  these  financial  statements 

Shareholders'  Equity  reflects,  as  of  January  3h  1987,  the  2-forl  common  stock  split 
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Federated  Department  Stores,  Inc. 


Consolidated  Statement  of 
Changes  in  Financial  Position 


(in  thousands) 

52  Weeks  Ended 
January  31,  1987 

5 2  Weeks  Ended 
February  1,  19X6 

53  Weeks  Ended 
February  2,  19X5 

Cash  from  Operations 

Income  before  extraordinary  item 

$301,941 

$286,626 

$329,330 

Items  not  requiring  outlay  of  cash: 

Depreciation  and  amortization 

255,577 

230,585 

221,092 

Deferred  compensation  and  deferred  income  taxes 

68,242 

58,383 

59,214 

Equity  in  income  of  unconsolidated  subsidiary 

(19,841) 

(844) 

(44,505) 

Cash  provided  from  operations 

before  extraordinary  item 

605,919 

574,750 

565.131 

Extraordinary  item 

( 14,341 ) 

— 

— 

Total 

591,578 

574,750 

565.131 

Financing 

Net  additions  (reductions)  —  notes  payable  and 

long-term  debt  due  within  one  year 

197,304 

(272,679) 

(7,094) 

Additions  to  long-term  debt 

333,454 

101,237 

105,113 

Reductions  of  long-term  debt 

(323,066) 

(30,448) 

(25,856) 

Total 

207,692 

(201,890) 

72,163 

Equity  Transactions 

Dividends  paid 

129,541 

123,916 

116,755 

Retirement  of  common  stock 

196,028 

— 

— 

Other  applications  (sources) 

6,745 

(516) 

1,913 

Total 

332,314 

123,400 

118,668 

Investments 

Capital  investment: 

Purchase  of  property  and  equipment 

514,834 

364,191 

296,219 

Disposition  of  property  and  equipment 

(57,230) 

(62,379) 

(42,185) 

Decrease  in  investment  in,  and  advances 

to,  unconsolidated  subsidiaries 

(3,295) 

(23,056) 

(62,821) 

454,309 

278,756 

191,213 

Working  capital  used  in  operations: 

(Decrease)  increase  in  accounts  receivable 

(52,610) 

61,258 

1 18,534 

Increase  in  merchandise  inventories 

85.895 

5,646 

185,975 

(Decrease)  increase  in  supplies  and  prepaid  expenses 

(940) 

(298) 

8,017 

Increase  in  accounts  payable  and  accrued  liabilities 

(123,523) 

(90,724) 

(7,843) 

Total 

363J31 

254,638 

495,896 

Current  Income  Tax  Liability  —  decrease  ( increase  ) 

201,599 

30,463 

(24,065) 

Deferred  Income  Tax  Liability  —  increase 

(197,690) 

— 

— 

Other  Cash  Applications  —  net 

53,089 

15,230 

6,159 

Increase  (Decrease)  in  Cash 

$  46.827 

$(50,871) 

$  40,636 

7he  accompanying  notes  are  an  integral  part  of  these  financial  statements. 
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Federated  Department  Stores,  Inc. 


Notes  to  Financial  Statements 


1.  Summary  of  Significant 
Accounting  Policies 

All  subsidiaries  are  consolidated,  except  Federated 
Stores  Realty,  Inc,  a  wholly  owned  real  estate  subsidiary, 
which  is  accounted  for  on  the  equity  method. 

Installments  of  deferred  payment  accounts  maturing 
after  one  year  are  included  in  current  assets  in  accordance 
with  industry  practice.  Profits  on  installment  sales  are 
included  in  income  when  the  sales  are  made. 

Merchandise  inventories  are  substantially  all  valued  by 
the  retail  method  and  stated  on  the  LIFO  (last-in,  first-out) 
basis,  which  is  lower  than  market. 

Depreciation  and  amortization  are  provided  primarily 
on  a  straight-line  basis  for  book  purposes  over  the  shorter 
of  estimated  asset  lives  or  lease  terms. 

Real  estate  taxes  and  interest  on  construction  in 
progress  and  land  under  development  are  capitalized. 
Amounts  capitalized  are  amortized  over  the  estimated  lives 
of  depreciable  assets. 

Investment  tax  credits  are  accounted  for  under  the  flow 
through  method.  Deferred  income  taxes  are  provided  on 
non-permanent  differences  between  reported  and  taxable 
income,  principally  accelerated  depreciation,  deferred 
compensation  and  the  deferment  of  gross  margin  on 
installment  sales. 

Earnings  per  share  are  computed  on  the  basis  of  daily 
average  number  of  shares  outstanding  during  the  year.  Any 
dilution  from  the  potential  issuance  of  shares  under  the 
deferred  compensation  plan  and  the  stock  option  plans 
would  be  less  than  three  percent.  Fully  diluted  earnings 
per  share  include  the  effect  of  the  potential  issuance  of 
shares  under  the  deferred  compensation  and  the  stock 
option  plans. 

Certain  reclassifications  were  made  to  prior  year 
financial  statements  to  conform  to  current  year 
presentation. 


2.  Unusual  Items 

In  1986,  the  unusual  items  include  a  $31.7  million 
provision,  before  income  taxes,  for  the  expenses 
associated  with  the  merger  of  two  department  store 
divisions  and  $18.6  million  in  gains  from  the  sale  by 
Federated  Stores  Realty  Inc.,  of  its  interest  in  two  shopping 
centers.  The  equity  in  the  gains  on  the  shopping  center 
sales  is  reported  net.  after  reduction  for  federal,  state  and 
local  income  taxes,  provision  for  profit-sharing  expense 
and  other  expenses. 


Unusual  items  in  1985  represent  the  gain  of  $13.1 
million,  before  income  taxes,  on  the  sale  of  the  Milwaukee- 
based  Boston  Store  division  and  a  provision  for 
reorganization  expense  amounting  to  $48.2  million,  before 
income  taxes.  The  reorganization  includes  the  merger  of 
two  department  store  divisions,  the  merger  of  two  mass 
merchandising  divisions  and  the  reorganization  or 
regionalization  of  selected  corporate  office  and  divisional 
functions. 

The  unusual  items  in  1984  represent  the  sale  by 
Federated  Stores  Realty;  Inc.,  of  two  shopping  centers.  The 
equity  in  the  gains  on  these  sales,  amounting  to  $42.6 
million,  is  reported  net. 


3.  Extraordinary  Item 

In  1986,  the  company  took  advantage  of  currently 
favorable  interest  rates  by  repurchasing  $160.3  million  of 
10-1/4%  Sinking  Fund  Debentures  due  2010,  $86.1  million  of 
10-5/8%  Sinking  Fund  Debentures  due  2013,  $28.0  million 
of  11%  Euronotes  due  1990  and  $22.6  million  of  10-1/8% 
Euronotes  due  1995.  These  repurchases  resulted  in  an 
extraordinary  loss  of  $14.3  million,  net  of  income  tax 
benefit  of  $14.5  million. 


4.  Accounts  Receivable 


(milliom) 

January  M, 

7987 

February'  1, 
1986 

Due  from  customers: 

30-day 

$  62.8 

$  65.1 

Deferred  payment 

1,431.0 

1,483.2 

Other 

95.5 

95.2 

Gross  receivables 

1,5893 

1,643.5 

Less: 

Allowance  for  doubtful  accounts 

32.6 

331 

Deferred  service  charges 

2.3 

34 

34.9 

36.5 

Net  receivables 

$1,554.4 

*1,607.0 

Allowance  for  doubtful  accounts 

as  %  of  gross  receivables 

2.1% 

2.0% 

Sales  through  credit  plans  of  Federated  divisions  in 
1986  were  $3  9  billion,  up  .8%  from  1985-  The  sales  for 
1985  had  increased  .9%  from  1984  and  sales  for  1984  had 
increased  8.9%  from  1983. 

Finance  charge  revenues,  which  are  included  in  net 
sales  in  the  Consolidated  Statement  of  Income,  amounted 
to  $211.8  million  in  1986,  $212.9  million  in  1985  and  $198.1 
million  in  1984. 
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5*  Inventories 

Merchandise  inventories  at  the  1986  year  end  were 
$1,406.0  million,  compared  to  $1,320.1  million  at  the  end 
of  the  preceding  year.  At  year  end  1986,  1985  and  1984, 
inventories  were  $270.2  million,  $261.3  million  and  $260.0 
million  lower  than  they  would  have  been  had  the  retail 
method  been  used  without  the  application  of  the  LIFO 
basis.  This  application  resulted  in  after-tax  charges  of  $4.4 
million  in  1986  and  $3.8  million  in  1985  and  an  after-tax 
credit  of  $5.8  million  in  1984.  Management  believes  that 
the  LIFO  method,  which  charges  the  most  recent 
merchandise  costs  to  the  results  of  current  operations, 
provides  a  better  matching  of  current  costs  with  current 
revenues  in  the  determination  of  net  income. 


6.  Properties  and  Leases 


(millions) 

famian  11, 
1987 

Hehrnan  1 
1986 

Land 

$  135.1 

$  140.1 

Buildings  on  owned  land 

Buildings  on  leased  land  and 

1,060.5 

1,039.6 

leasehold  improvements 

642.4 

552.1 

Store  fixtures  and  equipment 

1,599.0 

1,421.8 

Property  not  used  in  operations 
Leased  properties  under 

92.3 

84.4 

capitalized  leases 

210.1 

191.2 

Less  accumulated  depreciation 

3,739.4 

3,429.2 

and  amortization 

1,287.8 

1,179.6 

*2,451.6 

$2,249.6 

In  connection  with  certain  shopping  center  agreements, 
the  company  is  obligated  to  operate  stores  within  the 
centers  for  periods  of  up  to  20  years.  Some  of  these 
agreements  require  that  the  stores  be  operated  under 
a  particular  name. 

Major  commitments  for  the  future  purchase  or 
construction  of  facilities  at  January  31, 1987,  amounted 
to  approximately  $173  million. 
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The  company  leases  a  portion  of  the  real  estate  and 
personal  property  used  in  its  operations.  Most  leases 
require  the  company  to  pay  real  estate  taxes,  maintenance 
and  other  executory  costs,  some  call  for  additional 
amounts  based  on  percentages  of  sales  and  some  contain 
purchase  options. 

Minimum  rental  commitments  (excluding  executory 
costs)  at  January  31, 1987,  for  noncancellahle  leases  are: 


(millions) 

Capital 

leases 

Operating 

Leases 

Total 

Fiscal  year 

1987 

$  20.7 

$  71.4 

$  92.1 

1988 

19.1 

67.7 

86.8 

1989 

18.2 

66,5 

84.7 

1990 

170 

64.6 

81.6 

1991 

16.5 

62.5 

79.0 

After  1991 

144.8 

507.3 

652.1 

Total  minimum  lease 

payments 

$236,3 

$  840.0 

$1,076.3 

Less  amount  representing 

interest 

1047 

Present  value  of  net  minimum 
capital  lease  payments  $13 1 .6 


Capitalized  leases  are  included  in  the  balance  sheet  as 
property  and  equipment  w  hile  the  related  obligation  is 
included  as  short-term  ( $9.2  million)  and  long-term 
($122.4  million)  debt.  The  charge  to  income  for  the 
amortization  of  capitalized  leases  in  the  amount  of  $9.2 
million,  $10.4  million  and  $11.5  million  for  Fiscal  1986,  1985 
and  1984,  respectively  is  included  in  depreciation  and 
amortization  expense.  Total  minimum  lease  payments 
shown  above  have  not  been  reduced  by  minimum 
sublease  rentals  of  approximately  $97  million  on  capital 
leases  and  $27.5  million  on  operating  leases. 

Rental  expense  consists  of: 


(millions) 

1986 

1985 

1984 

Real  estate  (excluding 
executory  costs) 

Capital  leases  — 

Contingent  rentals 

$  3.4 

$  3.2 

%  3.1 

Operating  leases  — 

Minimum  rentals 

64.1 

46.4 

39.8 

Contingent  rentals 

74 

74 

6.5 

Less  income  from  subleases  — 
Capital  leases 

3.0 

2.6 

2.4 

Operating  leases 

97 

8.8 

4.3 

$02.2 

$45.6 

$42.7 

Personal  proper ty  — 

Operating  leases 

$24.0 

$26.4 

$28.9 
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Gross  square  feet  of  store  space  (unaudited)  at  year  end 
is: 


January  31  1987 

February 

7.  1986 

(square  jeet  in  thousands) 

Units 

dross 

Space 

Units 

Gross 

Space 

Abraham  and  Straus* 

15 

5,578 

15 

5,538 

Bloomingdales 

16 

4,269 

15 

4,024 

Bui  lock  s/ Bui  locks  Wilshire 

28 

4,805 

27 

4,680 

Burdines 

29 

5,069 

29 

5,064 

Filenes 

16 

2,117 

16 

2,117 

Foley's** 

37 

8,003 

35 

7,654 

Goldsmiths 

6 

1,338 

6 

1,338 

Lazarus 

32 

7,385 

31 

7,517 

1.  Magnin 

26 

1,828 

26 

1,828 

Rich’s 

20 

4,878 

17 

4,308 

Total  Department 

Stores 

225 

45,270 

217 

44,068 

Mass  Merchandising 

—  Gold  Circle 

76 

8,239 

76 

8,259 

Supermarkets  —  Ralphs 

127 

5,324 

127 

4,607 

The  Childrens  Place 

166 

880 

158 

854 

Filenes  Basement 

22 

801 

17 

687 

MainStreet 

15 

1,088 

9 

668 

Total  Other 

203 

2,769 

184 

2,209 

Total 

631 

61,602 

604 

59,143 

* Includes  store  scheduled  to  dose  in  January  1988 
**  Foley's  and  Sanger  Harris  were  combined  into  one  division  on  January  16,  1987 


New  units  scheduled  to  open  in  1987  (unaudited)  and 
their  gross  square  footage  are  shown  belowr: 


Sijuare  Feet 


Diiision 

Location 

m  Thousands 

Bullocks 

Filenes 

Palm  Desert,  CA 

57 

three  stores 

To  be  announced 

220 

Foley  is 

Corpus  Christi,  IX 

200 

Lazarus 

Owensboro,  KY 

58 

Zanesville,  OH 

50 

Lancaster,  OH 

50 

Ralphs 

The  Children’s  Place 

Lancaster,  CA 

70 

ten  stores 

Various  states 

25 

Filenes  Basement 

two  stores 

To  be  announced 

50 

MainStreet 

three  stores 

Detroit,  MI 

210 

two  stores 

Chicago,  IL 

140 

1,130 

7.  Financing 

During  1986  and  1985,  average  short-term  commercial 
paper  and  master  note  borrowings  were  $170.4  million  and 
$219-6  million  and  the  maximum  outstanding  at  any  time 
during  the  year  was  $589.2  million  and  $393-8  million, 
respectively  In  addition  there  was  a  $200.0  million  short¬ 
term  bank  loan  which  was  outstanding  four  weeks  in  the 
fourth  quarter.  The  weighted  daily  average  interest  rates 
for  all  short-term  borrowings  wrere  approximately  6.2% 
and  8.0%. 


Bank  short-term  credit  lines  aggregating  $636.0  million 
were  available  at  year  end. 

Long-term  debt  outstanding  at  year  end  includes: 


(millions) 

January  31. 
1987 

February  1 , 
1986 

Notes  due  1996,  77a% 

$200.0 

$  — 

Sinking  fund  debentures  due 

2016,  9Vi% 

100.0 

— 

Euronotes  due  1995,  101/8% 

77.4 

100.0 

Notes  due  2002,  7.95% 

75.0 

80.0 

Euronotes  due  1990,  11% 

72.0 

100.0 

Sinking  fund  debentures  due 

2010,  10  Va% 

39.7 

200.0 

Sinking  fund  debentures  due 

2002,  7Vfc% 

37.3 

39.9 

Sinking  fund  debentures  due 

1995,  8-V«% 

20.0 

22.5 

Sinking  fund  debentures  due 

2013,  10%% 

13-9 

100.0 

Sinking  fund  debentures  due 

1997,  7.35% 

8.1 

8.9 

Notes  due  1991,  10% 

4.0 

5.0 

O tlier,  average  9% 

22.1 

22.8 

669-5 

679.1 

Obligations  under 

capitalized  leases 

122.4 

102.4 

$791.9 

$781.5 

A  summary  of  future  maturities  of  long-term  debt,  other 

than  capitalized  leases,  is  shown  below: 

( millions ) 

Amount 

Fiscal  year: 

1987 

$  10.7 

1988 

19.4 

1989 

87.5 

1990 

12.2 

1991 

12.2 

After  1991 

538.2 
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8.  Accounts  Payable  and 
Accrued  Liabilities 


(millions) 

Jatman1  il, 
1987 

February  1, 
1986 

Merchandise  and  expense 
accounts  payable 

$  844.4 

$  760.6 

Accrued  wages,  vacations 
and  sick  leave 

78.9 

80.0 

Taxes  other  than  income  taxes 

52.9 

48.4 

Accrued  reorganization  expense 

34.2 

46.6 

Other 

238.7 

190.0 

$1,249.1 

$1,125.6 

9-  Taxes 

Current  liability  for  income  taxes  includes  a  deferred 
amount  at  year  end  of  $37.8  million  in  1986  and  $248.1 
million  in  1985  from  deferral  of  gross  margin  on 
installment  sales.  The  Tax  Reform  Act  of  1986  (the  Act  ) 
eliminates  the  installment  method  of  reporting  with 
respect  to  revolving  credit  plans.  At  January  31, 1987,  the 
deferred  income  tax  liability  in  connection  with  the 
deferral  of  such  gross  margin  has  been  classified  as  current 
or  noncurrent  based  upon  the  payment  provisions 
promulgated  under  the  Act  which  require  payment  over 
the  next  four  years.  In  addition,  the  Act  eliminates  the 
reserve  method  of  computing  deductions  for  bad  debts. 
While  this  will  have  future  implications  on  the  timing  of 
the  payment  of  income  taxes,  it  will  not  affect  future 
income  tax  provisions. 

Deferred  income  tax  liability  is  principally  the  net  result 
of  deferred  tax  charges  related  to  deferred  compensation, 
and  deferred  tax  credits  from  accelerated  depreciation  and 
deferral  of  gross  margin  on  installment  sales  (as  discussed 
above). 


The  income  tax  provision  before  extraordinary  item 
consists  of: 


( millions) 

2986 

1985 

1084 

Federal 

$220.5 

$203.7 

$200.5 

State  and  local 

44.6 

43.4 

43.6 

$265.1 

$24~7.1 

$244.1 

Effective  income  tax  rate 

46.8% 

46.3% 

42.6% 
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The  effective  income  tax  rate  differs  from  the  federal 
income  tax  statutory  rate  primarily  because  of  investment 
tax  credits,  preferential  tax  treatment  on  capital  gains,  state 
and  local  income  taxes  and,  where  applicable,  the 
recording  of  the  equity  in  the  gain  on  the  sale  of  shopping 
centers  on  an  after-tax  basis.  Investment  tax  credits, 
accounted  for  under  the  flow'  through  method,  totaled 
$4.9,  $16.4  and  $15.9  million  for  the  three  years  shown 
above. 

The  Act  repealed,  w  ith  certain  exceptions,  the 
investment  tax  credit  for  property  placed  in  service  after 
1985- 

Deferred  income  tax  charges  and  credits  are  included 
in  the  provision  for  income  taxes  as  follow^: 


(millions) 

1086 

1085 

1084 

Deferred  charges  (credits)  arising 
from: 

Capitalized  interest  and  taxes, 
expensed  for  tax  purposes,  and 
accelerated  depreciation 

$38.3 

$31.5 

$37.9 

Gross  margin  on  deferred  payment 
sales  which  are  on  the  install 
ment  method  for  tax  purposes 

( 12.6) 

10.4 

15.2 

Provision  for  reorganization 
expense 

5.7 

(23,1) 

_ 

Provisions  for  deferred  compensation 
and  supplementary  retirement,  de 
ductible  for  tax  purposes  only 
at  the  time  of  distribution 

(7  1) 

(7.7) 

(7.6) 

Other  current  and  deferred  items 

(9J) 

3,1 

(1.2) 

$14.6 

$14.2 

$44.3 

Effective  in  Fiscal  1987,  certain  costs  related  to  the 
procurement  and  processing  of  merchandise  will  not  be 
currently  deductible  under  the  Act.  The  impact  on  future 
income  tax  payments  as  a  result  of  this  change  has  not 
been  determined. 

Internal  Revenue  Service  examination  of  federal 
income  tax  returns  has  been  completed  tor  years  ended 
through  January  31. 1981.  The  company  contested  certain 
issues  for  the  year  ended  January  31,  1981,  and  a  tentative 
settlement  has  been  reached  on  these  issues.  Management 
believes  that  adequate  provision  has  been  made  for  these 
issues,  as  well  as  for  subsequent  years  through  January  31, 
1987. 
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10.  Retirement  Income  and  Deferred 
Compensation  Plans 

The  company  has  mo  defined  benefit  plans  (  Pension 
Plans)  and  a  defined  contribution  plan  (  Profit  Sharing  Plan) 
which  cover  substantially  all  employees  who  work  1,000 
hours  or  more  per  year.  In  addition,  the  company  has  a 
supplementary  retirement  plan  and  makes  contributions 
to  several  multi-employer  defined  benefit  plans  primarily 
relating  to  employees  covered  by  collective  bargaining 
agreements  in  the  supermarket  industry 

Total  Retirement  Expense 

Retirement  expense,  consisting  of  pension  and  profit 
sharing  expense,  as  well  as  contributions  to  multi¬ 
employer  plans  and  provisions  for  supplementary 
retirement  benefits  totaled  $61.4  million  for  1986,  $61.5 
million  for  1985  and  $60.4  million  for  1984. 

Pension  Expense 

Pension  plan  benefits  are  primarily  based  on  a  formula 
using  the  highest  five  consecutive  years’  average  earnings 
during  the  last  ten  years  of  credited  service.  For  employees 
with  service  before  1984,  accumulated  benefits  under  the 
Retirement  Income  portion  of  the  Profit  Sharing  Plan  are 
included  in  the  formula  used  to  determine  pension  plan 
benefits. 

The  supplementary  retirement  plan  includes  benefits 
in  excess  of  qualified  plan  limitations  and  benefits 
attributable  to  deferred  compensation. 

Total  pension  expense  related  to  these  plans  amounted 
to  $32.7  million  in  1986,  $34.9  million  in  1985  and  $33  3 
million  in  1984.  In  1986,  the  company  adopted  certain 
provisions  of  Statement  of  Financial  Accounting  Standards 
(SFAS)  No.  87,  Employers’  Accounting  for  Pensions.  The 
adoption  of  SFAS  No.  87  reduced  1986  pension  expense  by 
$2.3  million. 


Net  pension  expense  for  the  company’s  Pension  Plans 
and  the  supplementary  retirement  plan  for  1986  included 
the  following  actuarially  determined  components: 


(millions) 

Pension 

Plum 

Supplementary 

Retirement 

Plan 

Service  cost 

Interest  cost  on  projected 

$20.3 

$1.5 

benefit  obligations 

15.1 

1.6 

Actual  return  on  assets 

Deferral  of  unanticipated 

$(25.5) 

$  — 

investment  performance 

17.3 

— 

Amortization  of  unrecognized 
net  obligation  (asset)  existing 
at  adoption  of  SFAS  No.  87 

(8.2) 

(amortized  over  15  years) 

3.0 

(.6) 

$30.2 

$2.5 

The  following  table  sets  forth  the  projected  actuarial 
present  value  of  benefit  obligations  and  funded  status  at 
December  31, 1986  for  the  pension  and  supplementary 
retirement  plans: 


( millions ) 

Pension 

Plans 

Supplementary 

Retirement 

Plan 

Accumulated  benefit 

obligations 

Less:  Present  value  of  net 

$283.7 

$10.4 

accumulated  benefits 
available  under  the  Profit 
Sharing  Plan 

115.3 

Net  accumulated  benefit 
obligations,  including 
vested  benefits  of  $77.6 
million  and  $9.5  million, 
respectively 

Plus:  Projected  benefit 
obligations  in  excess  of 
accumulated  benefit 

168.4 

10.4 

obligations  ( resulting 
from  provisions  for 
estimated  future 
compensation  levels) 

47.6 

12.5 

Projected  benefit  obligations 
Plan  assets* 

216.0 

$158.0 

22.9 

$  — 

Plus:  Unamortized  net 

obligation  (asset)  at 

January  1,  1986 

Less:  Unrecognized  gain 

48.6 

(14.6) 

(9.3) 

192.0 

(9.3) 

Accrued  pension  liability 

$  24.0 

$32.2 

*  Primarily  stocks,  botuis,  government  securities  and  real  estate.  Excludes 
receivable  for  t/je  company's  1986  contribution. 


The  expected  long-term  rate  of  return  on  plan  assets 
was  8%  for  1986, 1985  and  1984.  The  weighted  average 
discount  rate  and  annual  rate  of  increase  in  future 
compensation  levels  used  in  determining  the  actuarial 
present  value  of  projected  benefit  obligations  for  1986 
were  8%  and  6%,  respectively 

The  company’s  policy  is  to  fund  the  Pension  Plans  at 
or  above  the  minimum  required  by  law.  The 
supplementary  retirement  plan  is  not  funded. 
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Profit  Sharing  Expense 

The  company’s  Profit  Sharing  Plan  includes  a  voluntary 
savings  feature  for  eligible  employees  and  is  designed  to 
enhance  existing  retirement  programs  of  eligible 
employees  and  to  assist  them  in  strengthening  their 
financial  security  by  providing  an  incentive  to  save  and 
invest  regularly:  The  company’s  contribution  for  the  savings 
feature  is  a  percentage  of  the  company's  pre-tax  earnings 
for  the  year  and  is  held  primarily  in  company  stock.  The 
profit  sharing  expense  amounted  to  $8.6  million,  $9.3 
million  and  $9.1  million  in  1986,  1985  and  1984, 
respectively  The  Profit  Sharing  Plan  had  net  assets  at 
December  3b  1986,  aggregating  $816.3  million  held  in  an 
independent  trust. 

Multi-Employer  Plans  and  Other  Expense 

The  company  had  pension  expense  of  $20.1  million, 
$17.3  million,  and  $18.0  million  in  1986,  1985  and  1984, 
respectively;  primarily  for  contributions  to  multi-employer 
defined  benefit  plans  as  determined  by  various  collective 
bargaining  agreements.  The  relative  position  of  the 
company  regarding  the  accumulated  plan  benefits  and 
plan  net  assets  of  multi-employer  plans  is  not  determinable 
by  the  company 

Deferred  Compensation  Plan 

Deferred  compensation  liability  represents  principally 
cash  and  stock  credits  distributable  after  retirement  or 
termination  under  the  company's  Executives  Deferred 
Compensation  Plan,  in  which  eligible  executives  may  elect 
to  defer  a  portion  of  their  compensation  each  year. 
Provisions  have  been  made  in  the  Executives  Deferred 
Compensation  Plan  to  provide  for  conversion  of  all  stock 
credits  into  cash  credits  and  to  provide  for  immediate 
payment  in  the  event  of  a  change  of  control  of  the 
company  as  defined  in  the  plan. 
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11.  Post-retirement  Health  Care  and  Life 
Insurance  Benefits 

Certain  retired  employees  are  currently  provided  with 
specified  health  care  and  life  insurance  benefits.  Eligibility 
requirements  for  such  benefits  vary  by  division,  but 
generally  state  that  benefits  are  available  to  employees  who 
retire  after  a  certain  age  with  specified  years  of  service. 
Such  health  care  and  life  insurance  benefits  are  provided 
to  both  retired  and  active  employees  through  a  medical 
benefit  trust,  a  group  life  trust,  and  insurance  companies 
with  insurance  premiums  based  on  benefits  paid.  The  cost 
of  providing  these  benefits  to  8,000  eligible  retirees  is  not 
separable  from  the  cost  of  providing  benefits  for  the  81 ,000 
participating  active  employees.  The  total  cost  of  such 
benefits,  after  employee  contributions,  was  $55.9  million 
in  1986,  $47.5  million  in  1985  and  $51.5  million  in  1984. 


12.  Employee  Stock  Plans 

The  company  has  several  stock  option  plans  which 
provide  for  grants  of  either  qualified  or  nonqualif  ied 
options  at  not  less  than  100%  of  market.  These  plans  allow 
for  the  grant  of  stock  appreciation  rights  in  connection 
with  options  under  the  plans.  Stock  option  transactions, 
including  options  for  which  stock  appreciation  rights  have 
been  granted,  are  as  follows  (post-split  basis): 


1986 

(shares  in  Oxnisamls) 

Shares 

(i rani 
Price 

Shares 

(irant 

Price 

Outstanding,  beginning 
of  year 

2,057.0 

$12-32 

2,522.1 

$12-32 

Granted  at  100% 
of  market 

546.5 

40-44 

595.9 

28-31 

Expired  or  cancelled 

(167.9) 

12-40 

(437.0) 

12-31 

Exercised 

(494.0) 

12-32 

(624.0) 

12-31 

Outstanding, 
end  of  year 

1,941.6 

$12-44 

2,057.0 

$12-32 

Exercisable, 
end  of  year 

633.9 

$12-32 

714.1 

$12-32 

Available  for 
additional  grants 

3.6592 
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Stock  appreciation  rights  for  405,000  shares  were 
outstanding  at  year  end. 

The  company’s  stock  option  plans  contain  a  provision 
whereby  options  outstanding  for  more  than  one  year  will 
become  exercisable  in  the  event  of  a  change  of  control  as 
defined  in  the  plans. 

The  company  also  has  restricted  stock  purchase  and 
restricted  stock  grant  plans.  As  of  January  31,  1987,  428,000 
shares  and  1,484,000  shares,  respectively,  were  available  for 
future  grants  under  the  plans. 


13.  Shareholders’  Equity 


( millions ) 

1986 

1985 

1984 

Preferred  stock 

$  — 

f 

$  — 

Common  stock  —  par  value: 
Balance,  beginning 
of  year 

62.2 

62.2 

62.2 

Retirements 

(2-7) 

— 

— 

2-for-l  stock  split 

594 

— 

— 

Balance,  end  of  year 

118.9 

62.2 

62.2 

Capital  in  excess  of  par 
value  of  common  stock: 
Balance,  beginning 
of  year 

98.5 

102.4 

105.5 

Net  charge 
from  treasury  stock 

(9.1) 

(3-9) 

(3-D 

Retirement  of  common 
stock 

(4.4) 

2-for-l  stock  split 

(59.4) 

— 

— 

Balance,  end  of  year 

25.6 

98.5 

102.4 

Retained  earnings: 

Balance,  beginning 
of  year 

2,569.4 

2,406.7 

2,194.1 

Net  income 

287.6 

286.6 

329.3 

Cash  dividends 

(129.5) 

(123.9) 

(116.7) 

Retirement  of  common 
stock 

(188.9) 

_ 

_ 

Balance,  end  of  year 

2,538.6 

2,569.4 

2,406.7 

Less  treasury  stock: 

Balance,  beginning 
of  year 

22.8 

27.2 

28.4 

Additions 

23.1 

18.3 

12.9 

Deductions 

(25.4) 

(22.7) 

(14.1) 

Balance,  end  of  year 

20.5 

22.8 

27.2 

Total  shareholders’  equity 

$2,662.6 

$2,707.3 

$2,544.1 

The  authorized  shares  of  the  company  consist  of  5.0 
million  preferred  shares,  no  par  value  with  none  issued 
and  200.0  million  common  shares,  par  value  $1.25  per 
share  with  95.1  million  shares  issued  in  1986  and  99.5 
million  shares  issued  in  1985  and  1984.  The  company 
increased  the  authorized  shares  of  common  stock  from 
100.0  million  to  200.0  million  on  May  29,  1986.  Common 
shares  outstanding  at  year  end  totaled  93  3  million  in  1986, 
97.6  million  in  1985  and  97.3  million  in  198a. 

During  1986,  the  company’s  Board  of  Directors 
authorized  the  repurchase  of  up  to  10  million  shares  (20 
million  shares  post-split)  of  its  common  stock.  As  of 
January  31,  1987,  2.2  million  shares  (4.4  million  shares  post 
split)  had  been  repurchased  and  retired.  The  company 
recorded  the  entire  purchase  price  as  the  cost  of  the 
shares. 

Excluding  the  stock  split  and  retirement  of  common 
stock,  the  net  change  in  capital  in  excess  of  par  value  of 
common  stock  results  from  the  issuance  of  treasury  shares 
in  connection  with  employee  stock  plans  and  debenture 
conversions. 

Changes  in  the  number  of  shares  held  in  die  treasury 
during  the  three  years  ended  January  31, 1987,  are  as 
follows 


(thousands) 

1986 

1985 

1984 

Balance,  beginning  of  year 

1,952 

2,230 

2,352 

Purchased 

554 

590 

516 

Deductions: 

Deferred  compensation  plan 

(152) 

(162) 

(166) 

Stock  option  plans 

(494) 

(624) 

(305) 

Restricted  stock  grant  plans 

(41) 

(55) 

(142) 

Debentures  converted  to  common 

stock 

— 

(27) 

(25) 

Balance,  end  of  year 

1.819 

1.952 

2,230 

On  January  23,  1986,  the  company  declared  a  dividend 

of  one  preferred  stock  purchase  right  (one- 

half  right  post- 

split)  on  each  outstanding  share  of  common  stock.  Under 

certain  conditions,  each  full  right  may  be  exercised  to 
purchase  one  one-hundredth  of  a  share  of  a  new’  series  of 
preferred  stock  at  an  exercise  price  of  $250  per  one  one- 
hundredth  of  a  share,  subject  to  adjustment.  The  rights  may 
only  be  exercised  after  a  public  announcement  that  a  party- 
acquired  or  obtained  the  right  to  acquire  20%  or  more  of 
the  outstanding  shares  of  the  company's  common  stock  or 
after  commencement  or  public  announcement  of  an  offer 
for  30%  or  more  of  the  company’s  common  stock.  The 
rights,  which  do  not  have  voting  rights,  expire  on  February 
5, 1996,  and  may  be  redeemed  by  the  company  at  a  price  of 
$.05  per  right  at  any  time  prior  to  10  days  (or  such  longer 
period  as  the  Board  of  Directors  may  determine)  after  the 
acquisition  of  20%  of  the  company’s  common  stock 
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In  the  event  that  the  company  is  acquired  in  a  merger 
or  other  business  combination  transaction  or  a  party 
acquires  more  than  50%  of  the  company’s  common  stock 
or  in  the  event  of  a  self-dealing  by  an  acquiring  party  each 
holder  of  a  right  shall  have  the  right  to  receive,  upon 
exercise  thereof  at  the  then  current  exercise  price,  that 
number  of  shares  of  common  stock  (or,  in  certain 
circumstances,  cash,  property  or  other  securities)  of  the 
surviving  company  which  at  the  time  of  such  transaction 
would  have  a  market  value  of  two  times  the  exercise  price 
of  the  right. 


14.  Business  Segments 

Total  assets  of  the  department  stores,  mass 
merchandising  stores,  supermarkets,  other  stores  (The 
Childrens  Place,  Filene’s  Basement  and  MainStreet)  and 
central  office  are  as  follows: 


( millions ) 

January  M, 
1987 

February  1, 
1986 

February  2, 
1985 

Department  stores 

$4,287.5 

$4,1637 

$3,9217 

Mass  merchandising 

379.3 

3917 

417.2 

Supermarkets 

548.0 

378.5 

345.3 

Other 

353.6 

279.3 

211.2 

Central  office 

119.3 

140.4 

376.0 

$5,687.7 

$5,3536 

15,271.4 

Central  office  assets  principally  include  an  investment 
in  and  advances  to  an  unconsolidated  wholly  owned 
subsidiary  and  general  corporate  assets. 

Capital  expenditures  include: 


(millions) 

1986 

/SW5 

Land 

*  7.4 

$  10.0 

Buildings,  fixtures  and  equipment: 
Department  stores 

266.3 

243.4 

Mass  merchandising 

12.5 

117 

Supermarkets 

158.6 

36.8 

Other 

66.4 

59.0 

Central  office 

3.6 

3.3 

1514.8 

$364.2 

Depreciation  and  amortization  of  the  department  stores 
amounted  to  $179.8,  $163  7  and  $155.3  million  for  1986, 
1985  and  1984,  respectively  Mass  merchandising  stores 
incurred  depreciation  and  amortization  of  $21.1,  $21.5  and 
$23.3  million,  supermarkets  incurred  $34.7,  $29  9  and 
$29.3  million,  other  stores  incurred  $15.2,  $10.6  and  $7.1 
million  and  central  office  incurred  $4.8,  $4.9  and  $6.1 
million  for  the  past  three  years. 


Tear-end  inventories  of  the  department  stores,  mass 
merchandising  stores,  supermarkets  and  other  stores  are 
shown  below: 


Department 

Stores 

Mass 

Merchandising 

Supermarkets 

Other 

(millions) 

Fiscal 

Year 

%  of 

Amount  Total 

%  of 

Amount  Total 

Amount 

%  of 
Total 

Amount 

%  of 
Tbtal 

1986 

$1,033.9  73.5% 

$165-5  11.8% 

$102.4 

7.3% 

$104.2 

74% 

1985 

987.5  74.8 

170.1  12.9 

77.3 

5.9 

85.2 

6.4 

1984 

1,004.3  76.4 

167.4  12.7 

65.6 

5.0 

77.2 

5.9 

1983 

857.4  76.0 

146.6  13.0 

67.6 

6.0 

56.9 

5.0 

1982 

714.4  757 

142.0  15.0 

56.6 

6.0 

30.9 

3.3 

Operating  profit  of  the  department  stores,  mass 
merchandising  stores,  supermarkets  and  other  stores  is 
detailed  below: 


Department  Mass 


Stores 

Merchandising 

Supermarkets 

Other 

( millions ) 
Fiscal 

Year 

.Amount 

%  of 
Sales 

Amount 

%  of 
Sales 

Amount 

%  of 
Sales 

Amount 

%  of 
Sales 

1986 

*628.7 

9.0% 

$31.8 

3.3% 

$59.2 

2.9% 

*(6.9) 

(13)% 

1985 

621.9 

9.3 

39.0 

37 

587 

3-2 

(95) 

(2.3) 

1984 

619.7 

9.4 

31.8 

3.0 

43.9 

2.6 

(2.7) 

(.8) 

1983 

637.5 

10.7 

39.1 

3-9 

49.2 

3.3 

5.3 

2.1 

1982 

494.0 

9.1 

23.4 

2.8 

37.0 

2.9 

10.0 

5.3 

Operating  profit  represents  the  pre-tax  profit  from 
operations  of  the  divisions.  Unallocated  central  office  costs, 
interest  expense  and  other  non-operating  and  unusual 
items  aggregated  $145.8,  $176.4,  $119.3,  $130.1  and  $142.7 
million  for  the  years  shown  above. 

Sales  of  the  department  stores,  mass  merchandising 
stores,  supermarkets  and  other  stores  are  as  follows: 

Department  Mass 


Stores 

Merdxmdising 

Supermarkets 

Other 

(millions) 

Fiscal 

%  of 

%  of 

%  of 

%  of 

Year 

Amount  Tbtal 

Amount 

Tbtal 

Amount 

Tbtal 

Amount 

Total 

1986 

*6.974.3  66.3% 

$  969  2 

9  2%  $2,0457 

19.5% 

$523.2 

5.0% 

1985 

6,684.7  67.0 

1,0579 

10.6 

1.813  6 

18.2 

421.8 

4.2 

1984 

6.566.6  679 

1,059.9 

11.0 

1,711.3 

177 

334.5 

3.4 

1983 

5,970.3  68.7 

99U 

11.4 

1,473.7 

17.0 

254.5 

2.9 

1982 

5.412.2  70.3 

822,9 

107 

1,275.7 

16.6 

188.1 

2.4 

- 1 
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Sales  increases  by  business  segment  in  1986,  1985  and 
1984  for  all  stores  and  for  comparable  stores  follow.  Sales 
for  "all  stores  excluding  closed  operations”  exclude  sales 
of  the  Boston  Store  division  wrhich  was  sold  on  March  27, 
1985,  mass  merchandising  operations  in  Pennsylvania 
w'hich  were  closed  on  January  26,  1986,  and  the  Bullock's 
Northern  California  division  which  began  liquidation  on 
October  29,  1983.  Comparable  store  sales  include  only 
stores  open  for  the  full  fiscal  years  being  compared. 


Depart¬ 

ment 

Stores 

Mass 

Merchan¬ 

dising 

Super¬ 

markets 

Other 

Tbtal 

%  Increase  from  Prior  Year 

1986* 

All  stores 

4.3% 

(8.4)96 

12.8% 

24.096 

5.4% 

All  stores  excluding 

closed  operations 

4.6 

(2.9) 

12.8 

24.0 

6.2 

Comparable  stores 

2.3 

(2.8) 

6.1 

1.4 

2.4 

1985** 

All  stores 

1.8 

(.2) 

6.0 

26.1 

3.2 

Mi  stores  excluding 

closed  operations 

3.9 

(.5) 

6.0 

26.1 

4.6 

Comparable  stores 

2.4 

.8 

6.0 

3.2 

2.9 

1984*** 

All  stores 

10.0 

6.9 

16.1 

31.4 

11.3 

All  stores  excluding 

closed  operations 

11.2 

7.1 

16.1 

31.4 

12.2 

Comparable  stores 

8.0 

5.6 

8.1 

12.3 

7.9 

*Compares  two  52 -week  years. 

**Compares  a  52-week  year  to  a  53-week  year 
*  ^Compares  a  53-week  year  to  a  52-week  year. 


15*  Subsequent  Event 

On  March  26, 1987,  the  company  s  Board  of  Directors 
declared  a  2-for-l  split  of  its  common  stock  effected  in  the 
form  of  a  100%  stock  dividend  on  outstanding  stock  to  be 
distributed  on  May  11, 1987,  to  shareholders  of  record  on 
April  13,  1987. 

All  references  in  the  financial  statements  with  regard  to 
number  of  shares  of  common  stock  and  per  share  amounts 
have  been  restated  to  reflect  the  stock  split. 


Equal  Employment  Opportunity 

In  1986,  the  company  and  its  divisions  continued  to 
advance  in  their  voluntary  programs  of  equal  opportunity  in 
employment  and  purchasing,  as  well  as  their  involvement  in 
—  and  contribution  to  —  community  activities. 

In  1986,  total  minority  employment  was  27.3%,up  from 
25.9%  in  1985  and  23.5%  five  years  ago.  During  the  five- 
year  period  1982-1986,  employment  of  minorities  in 
management  positions  increased  from  11.8%  to  12.5%. 


The  total  female  employment  in  1986  wras  71.9%.  For 
the  five-year  period,  1982-1986,  employment  of  females  in 
management  positions  increased  from  58.4%  to  62.9%. 

Federateds  corporatewide  Minority  Purchasing  Program 
continued  to  grow'  in  1986.  The  program  is  designed  to 
assist  the  divisions  in  identifying  qualified  minority 
vendors  for  merchandise  and  sales  support  resources. 
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Federated  Department  Stores,  Inc. 


Management’s  Report 


Accountants’  Report 


To  the  Shareholders  of 
Federated  Department  Stores,  Inc. 

The  financial  statements  of  Federated  Department 
Stores,  Inc,  were  prepared  in  accordance  with  generally 
accepted  accounting  principles.  The  integrity  and 
consistency  of  these  financial  statements  and  of  other  data 
presented  in  this  report  are  the  responsibility  of 
management  and  properly  include  some  amounts  that  are 
based  upon  estimates  and  judgments. 

The  company  maintains  a  system  of  internal 
accounting  controls,  which  is  supported  by  an  extensive 
program  of  internal  audits  with  appropriate  management 
follow-up  action  to  provide  reasonable  assurance,  at 
appropriate  cost,  that  the  company’s  assets  are  protected 
and  transactions  are  properly  recorded.  Additionally,  the 
integrity  of  the  financial  accounting  system  is  based  on 
careful  selection  and  training  of  qualified  personnel, 
organizational  arrangements  which  provide  for 
appropriate  division  of  responsibilities  and 
communication  of  established  written  policies  and 
procedures. 

The  financial  statements  of  the  company  have  been 
examined  by  Touche  Ross  &  Co.,  independent  certified 
public  accountants.  Their  report  expresses  their  opinion 
as  to  the  fair  presentation  of  the  financial  statements  and 
is  based  upon  their  independent  examination  conducted 
in  accordance  with  generally  accepted  auditing  standards. 

The  Audit  Committee,  composed  solely  of  outside 
directors,  meets  periodically  with  the  independent 
certified  public  accountants,  the  internal  auditors  and 
representatives  of  management  to  discuss  auditing  and 
financial  reporting  matters.  In  addition,  the  independent 
certified  public  accountants  and  the  companys  internal 
auditors  meet  periodically  with  the  Audit  Committee 
without  management  representatives  present  and  have 
free  access  to  the  Audit  Committee  at  any  time.  The  Audit 
Committee  is  responsible  for  recommending  to  the 
Board  of  Directors  the  engagement  of  the  independent 
certified  public  accountants,  which  is  subject  to 
shareholder  approval. 

Howard  Goldfeder 

Chairman  and  Chief  Executive  Officer 

Will  M.  Storey 

Vice  Chairman 

Jack  Brown 

Vice  President  and  Controller 


Touche  Ross  &  Co. 

1633  Broadway 

New  York,  New  York  10019 

Board  of  Directors  and  Shareholders, 

Federated  Department  Stores,  Inc. 

Cincinnati,  Ohio  45202 

We  have  examined  the  consolidated  balance  sheets  of 
Federated  Department  Stores,  Inc.,  and  subsidiaries  as  of 
January  31, 1987,  and  February  1,  1986,  and  the  related 
statements  of  income,  shareholders’  equity  and  changes 
in  financial  position  for  each  of  the  three  years  in  the 
period  ended  January  31, 1987.  Our  examinations  were 
made  in  accordance  with  generally  accepted  auditing 
standards  and,  accordingly,  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures 
as  we  considered  necessary  in  the  circumstances. 

In  our  opinion,  the  consolidated  financial  statements 
referred  to  above  present  fairly  the  financial  position  of 
Federated  Department  Stores,  Inc.,  and  subsidiaries  at 
January  31, 1987,  and  February  1, 1986,  and  the  results  of 
their  operations  and  the  changes  in  their  financial 
position  for  each  of  the  three  years  in  the  period  ended 
January  31, 1987,  in  conformity  with  generally  accepted 
accounting  principles  applied  on  a  consistent  basis. 

March  17, 1987 

(March  26, 1987  as  to  Note  15) 

Touche  Ross  &  Co. 

Certified  Public  Accountants 
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Federated  Department  Stores,  Inc. 


Management’s  Discussion  and  Analysis  of 
Financial  Condition  and  Results  of  Operations 


The  following  discusses  the  company's  financial  condition 
and  results  of  operations  during  the  three  years  ended  January 
31  1987 ,  which  are  presented  in  the  accompanying  financial 
statements.  Note  the  Five-Year  Operating  Data  shown  on  page 
38  and  the  Consolidated  Eleven -Year  Table  of  Selected  Financial 
Data  shoum  on  page  40.  All  share  and  per' share  data  reflect  the 
2for-l  common  stock  split  on  .April  13,  1987. 

Financial  Results 

Earnings  for  1986  were  $287.6  million,  or  $2.97  per  share, 
including  an  extraordinary  expense  item  discussed  under 
Liquidity  and  Capital  Resources.  Excluding  the  extraordinary 
expense  item,  net  earnings  for  Fiscal  1986  were  $301.9 
million,  or  $3.12  per  share.  This  represents  an  increase  of  5.3 
percent  compared  to  net  earnings  of  $286.6  million,  or  $2.94 
per  share  in  1985. 

Results  for  1986  include  the  effects  of  strategic  decisions, 
repositioning  and  legislative  actions  during  the  year  which, 
taken  together,  reduced  earnings.  We  expect  to  begin  seeing 
positive  results,  beginning  in  1987,  from  the  factors  discussed 
below': 

1)  The  repurchase  and  retirement  in  1986,  of  4.4  million 
shares  of  the  company’s  outstanding  common  stock,  which 
positively  impacted  earnings  per  share  for  1986; 

2)  An  after-tax  expense  of  $15.7  million  in  1986,  resulting  from 
the  merger  of  two  department  store  divisions.  Results  for 
1985  reflected  an  after-tax  expense  of  $23-9  million  for  the 
merger  of  two  department  store  divisions,  the  merger  of 
two  mass  merchandising  divisions  and  the  reorganization 
or  regionalization  of  certain  corporate  office  and  divisional 
functions; 

3)  The  Tax  Reform  Act  of  1986  repealed  the  investment  tax 
credit  for  property  placed  in  service  after  1985,  writh 
certain  exceptions,  reducing  the  company’s  tax  credit  to 
$4.9  million  in  1986  compared  to  $16.4  million  in  1985; 

4)  A  provision  for  loss  on  the  disposition  of  a  divisions  tw'o 
department  stores  in  the  Philadephia  area,  as  wrell  as  pre¬ 
opening  expenses  for  a  new'  department  store  of  this  same 
division  totaling  $9.0  million  after  taxes  in  1986; 

5)  Capital  expenditures  of  $158.6  million  in  1986  primarily  to 
acquire  and  open  14  Ralphs  Giant  stores  and  four 
superstores,  as  well  as  to  implement  a  modernization  and 
expansion  of  this  divisions  distribution  center.  In 
conjunction  with  these  store  openings,  18  older  and 
smaller  locations  were  closed.  These  actions  position  this 
division  for  a  major  growth  phase.  In  1986,  however,  the 
divisions  income  wras  reduced  by  major  pre-opening 
expenses,  marketing  costs  and  adjustments  to  liability 
reserves,  wtiich  were  more  than  offset  by  real  estate 
disposition  gains  (which  are  included  as  part  of  central 
office  operations); 

6)  A  substantial  increase  in  expense  in  1986,  amounting  to 
$5.9  million  after  taxes,  for  store  remodels,  expansions  and 


openings  in  the  Department  Stores  segment,  as  well  as 
new  stores  in  the  Other  Stores  segment;  and, 

7)  An  $18.6  million  after-tax  gain  from  the  sale  by  Federated 
Stores  Realty,  Inc.,  an  unconsolidated  wholly  owned 
subsidiary,  of  its  interest  in  two  shopping  centers  in  1986. 
Results  for  1985  reflected  an  after-tax  gain  of  $6.6  million 
on  the  sale  of  the  Boston  Store  division. 

We  believe  that  the  above  and  other  strategic  actions  taken 
over  the  past  several  years  to  improve  our  competitive 
position  and  reduce  our  expense  structures  will  serve  the 
company  well  in  meeting  the  challenge  of  the  future. 

Earnings  for  1985  of  $286.6  million  had  decreased  from 
the  1984  earnings  of  $329.3  million.  Earnings  for  1984 
included  equity  in  the  gain  on  the  sale  of  two  shopping 
centers  amounting  to  $42.6  million  after  taxes. 

Sales  for  the  52  weeks  ended  January  31, 1987,  increased 
5.496.  Sales  for  the  52-w'eek  1985  fiscal  year  had  increased 
3.2%  compared  to  the  53-week  1984  fiscal  year.  Consolidated 

1985  sales  include  the  Boston  Store  divisions  results  until  its 
sale  in  March  1985  and  mass  merchandising  operations  in 
Pennsylvania  until  closed  in  January  1986.  If  sales  of  the 
Boston  Store  division  and  mass  merchandising  operation  in 
Pennsylvania  were  excluded  from  1985  and  1984,  the  year-to- 
year  increases  would  have  been  6.2%  for  1986  and  4.6%  for 

1985.  Sales  increases  in  the  two  most  recent  years  reflect 
investment  in  new*  and  expanded  stores  and  the  effects  of 
inflation  (w'hich  is  estimated  at  1.2%  and  2.0%  for  these  two 
years).  Comparable  stores  sales  data  is  discussed  in  detail  on 
page  33. 

Department  Stores'  sales  increased  4.3%  in  1986, 
compared  to  a  1.8%  increase  in  the  year  before.  Excluding 
sales  of  the  Boston  Store  division  from  1985  and  1984,  the 
Department  Stores’  sales  increases  would  have  been  4.6%  in 

1986  and  3.9%  in  1985.  Operating  profit  of  the  Department 
Stores  segment  w'as  $628.7  million  in  1986,  $621.9  million  in 
1985  and  $619.7  million  in  1984.  In  1986,  the  company  added 
10  new'  department  stores  and  closed  two  department  stores. 
In  1985,  the  company  added  three  new-  department  stores  and 
closed  11  department  stores. 

The  Mass  Merchandising  Stores’  sales  decreased  8.494  in 

1986,  compared  to  a  .2%  decrease  in  1985.  Excluding  sales  of 
mass  merchandising  operations  in  Pennsylvania  from  1985 
and  1984,  the  Mass  Merchandising  Stores  sales  decreases 
would  have  been  2.996  in  1986  and  .5%  in  1985.  Mass 
Merchandising  Stores’  operating  profit  was  $31.8  million  in 
1986,  $39.0  million  in  1985  and  $31.8  million  in  1984.  In  1986, 
there  w^as  no  change  in  the  number  of  mass  merchandising 
stores.  In  1985,  five  mass  merchandising  stores  were  closed. 

Sales  of  Supermarkets  increased  12.8%  in  1986  and  6.0%  in 

1985.  Supermarkets’  operating  profit  was  $59.2  million  in 

1986,  $58.7  million  in  1985  and  $43.9  million  in  1984.  In 
1986, 18  new  supermarkets  were  opened  and  18  older  and 
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smaller  supermarkets  were  closed.  In  1985,  one  new 
supermarket  wras  opened. 

Sales  of  Other  Stores  increased  24.0%  in  1986  and  26.1% 
in  1985.  Other  Stores  reflect  operating  losses  of  $6.9  million 
in  1986,  $9  5  million  in  1985  and  $2.7  million  in  1984.  In  1986, 
22  new  other  stores  were  opened  and  three  were  closed.  In 

1985,  27  newr  other  stores  were  opened. 

Consolidated  cost  of  sales,  including  occupancy  and 

buying  costs,  as  a  percent  of  sales  for  1986, 1985  and  1984.  w^as 
73.2%,  73.3%  and  73.4%,  respectively  The  1986  LIFO  charge, 
before  taxes,  increased  $1.6  million  for  Department  Stores 
and  $8.0  million  for  Mass  Merchandising  Stores  compared  to 
the  prior  year.  In  1986  LIFO  for  Supermarkets  and  Other 
Stores  decreased,  before  taxes,  $“\7  million  and  $.7  million, 
respectively 

Selling,  publicity  delivery'  and  administrative  expenses  as  a 
percent  of  sales  were  20.0%,  19.7%  and  19.6%  for  1986,  1985 
and  1984,  respectively 

Depreciation  and  amortization  expense  was  $255.6  million  in 

1986,  compared  to  $230.6  million  in  1985  and  $221.1  million  in 
1984.  Advertising  expense  amounted  to  $321.3  million  in  1986, 
$303.3  million  in  1985,  and  $287.5  million  in  1984. 

Provision  for  doubtful  accounts  was  $50.6  million  in  1986, 
$45.6  million  in  1985  and  $33-9  million  in  1984.  Credit  sales 
made  through  the  divisions  credit  plans  increased  8%, 
compared  to  a  .9%  increase  in  1985. 

Interest  expense  was  $79.8  million  in  1986,  compared  to 
$86.4  million  in  1985  and  $116.3  million  in  1984. 

Income  Taxes:  Provision  for  income  taxes  was  $265.1  million, 
excluding  an  extraordinary  expense  item,  in  1986,  $247.1  million 
in  1985  and  $244.1  million  in  1984.  The  Tax  Reform  Act  of  1986 
repealed,  with  certain  exceptions,  die  investment  tax  credit  for 
property'  placed  in  service  after  1985.  As  a  result,  investment  tax 
credits  claimed  in  1986  totaled  $4.9  million  compared  to  $16.4 
million  in  1985  and  $15.9  million  in  1984.  See  page  28  for  a  furdier 
explanation  of  effective  tax  rates. 

In  subsequent  years,  the  Act  reduces  the  maximum 
marginal  corporate  tax  rate,  eliminates  the  preferential  rate 
for  a  corporations  net  capital  gain,  and  imposes  on 
corporations  a  new  alternative  minimum  tax.  In  addition,  the 
new-  legislation,  among  other  things,  eliminates  the 
installment  method  of  reporting  with  respect  to  revolving 
credit  plans,  eliminates  the  reserve  method  of  computing 
deductions  for  bad  debts,  requires  the  capitalization  of  certain 
expenses  as  inventory  costs  and  lengthens  the  cost  recovery 
period  for  certain  future  real  property  additions. 

The  company's  current  liability'  for  income  taxes  at  January'  3L 

1987,  includes  $37.8  million  and  its  deferred  liability  for  income 
taxes  includes  $197.7  million  from  die  deferral  of  grass  margin  on 
installment  sales.  In  addition,  die  company’s  allowance  for 
doubtful  accounts  amounted  to  $32.6  million  at  January  3L  1987. 
The  one-time  increase  in  the  company’s  tax  liability  resulting  from 
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die  repeal  of  die  reserve  method,  and  die  requirement  to 
capitalize  certain  expenses  as  inventory  costs,  will  he  prorated  on 
the  basis  of  the  effective  date  provisions  of  die  legislation,  over 
four  taxable  years  commencing  with  the  company's  1987  fiscal 
year.  Aldiough  the  precise  impact  of  die  changes  resulting  from 
die  new  tax  law  have  not  yet  been  determined,  die  company 
believes  diat  such  changes  will  have  a  positive  impact  on  results  of 
operations  beginning  in  198"7;  a  negative  impact  on  cash  flow  in 
the  late  1980s;  and  a  positive  impact  on  cash  flow  in  die  early  1990s. 

The  Financial  Accounting  Standards  Hoard  has  proposed 
changes  in  the  accounting  for  income  taxes.  The  company  has 
not  quantified  the  potential  effects  of  this  exposure  draft 
because  any  final  standards  may  differ  from  those  proposed. 

Insurance:  It  has  been  the  company’s  policy  to  purchase 
insurance  to  protect  the  assets  and  shareholders  equity 
against  unusual  and  catastrophic  losses.  .Although  some  risks, 
such  as  war  and  terrorism,  are  not  insurable,  most  other  risks 
have  been  insured,  consistent  with  the  exposure  and  costs. 

Availability  of  certain  lines  of  coverage  is  limited  and  costs 
have  escalated  significantly.  In  particular,  the  availability  of 
earthquake  coverage  for  California  locations  has  been 
reduced  sharply  and  the  costs  have  become  prohibitive.  After 
an  in-depth  study;  management  has  concluded  that  it  is  not  in 
the  shareholders'  interest  to  purchase  earthquake  insurance 
for  California  locations  at  this  time.  This  issue  will  continue  to 
he  reviewed  on  an  ongoing  basis. 

Liquidity7  and  Capital  Resources 

At  year  end,  notes  payable  and  long-term  debt  due  within 
one  year  were  $240.1  million.  Total  debt  at  year  end  was 
$1,032.0  million,  compared  to  $824.3  million  at  year  end  1985. 

It  is  the  company’s  policy  to  finance  fixed  capital  and  base 
level  working  capital  with  long-term  debt  and  to  reserve 
short-term  debt  for  seasonal  working  capital  needs.  During 
1986,  the  company  issued  $100  million,  9 Vz%  Sinking  Fund 
Debentures  due  2016  and  $200  million,  Notes  due  1996, 
as  part  of  shelf  registration  statements  filed  with  the  Securities 
and  Exchange  Commission  in  1982  and  1986,  respectively. 
During  1985,  the  company  issued  $100  million,  11%  Euronotes 
due  1990  and  $100  million,  10%%  Euronotes  due  1995. 

In  order  to  reduce  future  interest  expense,  in  die  third  quarter 
of  1986,  die  company  ux)k  advantage  of  currently  favorable 
interest  rates  byrepurchasing  $160.3  million  of  1014%  Sinking 
Fund  Debentures  due  2010,  $86.1  million  of  10%%  Sinking  Fund 
Debentures  due  2013,  $28.0  million  of  11%  Euronotes  due  1990 
and  $22.6  million  of  10%%  Euronotes  due  1995.  These 
repurchases  resulted  in  an  extraordinary'  loss  of  $14.3  million,  net 
of  income  tax  benefit  of  $14.5  million. 

On  January  15,  1987,  the  company  filed  a  new  shelf 
registration  statement  with  the  Securities  and  Exchange 
Commission  for  up  to  $500  million  of  debt  securities 
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Federated  Department  Stores,  Inc. 


Quarterly  Financial  Data  < 

unaudited) 

(in  millions,  except  per  share  data) 

1986 

First 

Second 

Third 

Fourth 

Total  Year 

Net  Sales,  including  leased  department  sales 

$2,278.4 

$2,279.9 

$2,514.1 

$3,440.0 

$10,512.4 

Cost  of  sales,  including  occupancy 

and  buying  costs 

1,669.3 

1,704.0 

1,845.3 

2,480.0 

7,698.6 

Selling,  publicity;  delivery  and 

administrative  expenses 

489.5 

481.8 

546.4 

585.6 

2,103.3 

Provision  for  doubtful  accounts 

10.1 

11.4 

14.7 

14.4 

50.6 

Interest  expense  —  net 

19.1 

20.1 

18.4 

22.2 

79.8 

Unusual  items  - —  net 

— 

— 

(9.5) 

22.6 

13.T° 

Total  costs  and  expenses 

2,188.0 

2,217.3 

2,415.3 

3,124.8 

9,945.4 

Income  Before  Income  Taxes 

and  Extraordinary  Item 

90.4 

62.6 

98.8 

315.2 

567.0 

Federal,  state  and  local  income  taxes 

43.0 

28.1 

50.0 

144.0 

265.1 

Income  Before  Extraordinary  Item 

47.4 

34.5 

48.8 

171.2 

301.9 

Extraordinary  item  —  net  of  tax 

— 

— 

(14.3) 

— 

(14.3)t2> 

Net  Income 

$  47.4 

$  34.5 

$  34.5 

$  171.2 

$  287.6 

Earnings  Per  Share  of  Common  Stock: 

Income  before  extraordinary  item 

$  .48 

$  .35 

$  .50 

$  1.82,3) 

$  3-12 

Extraordinary  item 

— 

— 

(.15) 

— 

(15) 

Net  Income 

$  .48 

$  .35 

$  .35 

$  1.82 

$  2.97 

Fully  Diluted  Earnings  Per  Share: 

Income  before  extraordinary  item 

$  .48 

$  .35 

$  .49 

$  1.77 

$  3.05 

Extraordinary  item 

— 

— 

(14) 

— 

(.14) 

Net  Income 

$  .48 

$  .35 

$  .35 

$  1.77 

$  2.91 

Dividends  Per  Share 

$  .335 

$  .335 

$  .335 

$  .335 

$  1.34 

Average  Number  of  Shares  Outstanding 

97.7 

97.9 

97.7 

94.2 

96.9 

(in  millions ,  except  per  share  data) 

1985 

First 

Second 

Third 

Fourth 

Total  Year 

Net  Sales,  including  leased  department  sales 

$2,187.4 

$2,196.6 

$2,367.9 

$3,226.1 

$  9,978.0 

Cost  of  sales,  including  occupancy 

and  buying  costs 

1,605.5 

1,652.6 

1,723.3 

2,333.3 

7,314.7 

Selling,  publicity,  delivery  and 

administrative  expenses 

469.0 

464.8 

503.1 

525.6 

1,962.5 

Provision  for  doubtful  accounts 

8.5 

10.4 

131 

13.6 

45.6 

Interest  expense  —  net 

21.7 

21.3 

22.1 

21.3 

86.4 

Unusual  items  —  net 

(13.1) 

— 

— 

48.2 

35.1(1) 

Total  costs  and  expenses 

2,091.6 

2,149.1 

2,261.6 

2,942.0 

9,444.3 

Income  Before  Income  Taxes 

95.8 

47.5 

106.3 

284.1 

533.7 

Federal,  state  and  local  income  taxes 

45.8 

22.4 

48.8 

130.1 

247.1 

Net  Income 

$  50.0 

$  25.1 

$  57.5 

$  154.0 

$  286.6 

Earnings  Per  Share  of  Common  Stock 

$  .51 

$  .26 

$  .59 

$  1.58"’ 

$  2.94 

Fully  Diluted  Earnings  Per  Share 

$  .50 

$  .25 

$  .58 

$  1.54 

$  2.87 

Dividends  Per  Share 

$  .3175 

$  .3175 

$  .3175 

$  .3175 

$  1.27 

Average  Number  of  Shares  Outstanding 

97.4 

97.6 

97.6 

97.6 

97.6 

'"The  unusual  items  are  discussed  in  detail  on  page  25. 

'-  'The  extraordinary  item  ts  discussed  in  detail  on  page  25 

Earnings  include  credits  of  $.8  million  in  19 86  and  $  7  million  in  1985  resulting  fron 

i  the  application  of  the  UFO  method  of  accounting  for  inventories. 

Earnings  per  share  computed  separately  for  each  period. 

All  share  and  per  share  data  reflect  the  2-for-l  common  stock  split  on 

April  13,  1987. 
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Federated  Department  Stores,  Inc. 


Five-Year  Operating  Data 

By  Business  Segment 

1986 

(in  millions ) 

Amount 

Percent 
of  Total 

Net  Sales 

Department  stores 

1  6,974.3 

66.3% 

Mass  merchandising 

969.2 

9.2 

Supermarkets 

2,045.7 

19.5 

Other 

523.2 

5.0 

Total 

110,512.4 

100.0% 

Operating  Profit 

Department  stores 

$  628.7 

88.2% 

Mass  merchandising 

31.8 

4.5 

Supermarkets 

59.2 

8.3 

Other 

(6.9) 

(1.0) 

Total 

712.8 

100.0% 

Central  office  costs  and  other 

non-operating  items 

52.9 

Interest  expense 

86.2 

Interest  capitalized 

(6.4) 

Unusual  items  —  net 

13.T11 

Income  Before  Income  Taxes  and 

Extraordinary  Item 

567.0 

Income  taxes 

265.1 

Income  Before  Extraordinary  Item 

301.9 

Extraordinary  item  —  net  of  tax 

( 14.3  V- 

Net  Income 

$  287.6 

Depreciation  and  Amortization 

Department  stores 

$  179.8 

70.4% 

Mass  merchandising 

21.1 

8.2 

Super  markets 

34.7 

13.6 

Other 

15.2 

5.9 

Central  office 

4.8 

1.9 

Total 

$  255.6 

100.0% 

• 

Capital  Expenditures 

Land 

$  7.4 

1.5% 

Building,  fixtures  and  equipment 

Department  stores 

266.3 

51.7 

Mass  merchandising 

12.5 

2.4 

Supermarkets 

158.6 

30.8 

Notes: 

Other 

66.4 

12.9 

(1)  Unusual  items  consist  of  equity  tn  gain  on 

Central  office 

3.6 

7 

sale  of  interest  iti  shopping  centers  ($18.6  mil  lion 

Total 

$  514.8 

100.0% 

net  of  taxes)  and  provision  for  reorganization 
expense  ( $31.7  million  before  taxes). 

Number  of  Stores 

(2)  Extraordinary  item  represents  loss  on  early 

Department  stores 

225 

extinguishment  of  debt,  net  of  taxes 

Mass  merchandising 

76 

(3)  Unusual  items  consist  of  gain  on  sale  of 

Supermarkets 

127 

Boston  Store  division  ($13.1  milliion  before  taxes/ 

Other 

203 

and  provision  for  reorganization  expense  <  $48.2 

Ml 

mil  linn  /tt'/orp  ) 

IOUU 

r  r  litl  t  r/cn/f  t  U4Vc.>/ 

(4)  Unusual  items  consist  of  equity  in  gain  on 

Gross  Square  Feet  of  Store  Space 

sale  of  slxjpping  centers,  net  of  taxes 

( tlKHisatuis ) 

(5)  Unusual  items  consist  of  equity  in  gain  on 

sale  of  slxoppmg  centers  ($40  I  million  net  of 

Department  stores 

45, 2  70 

taxes),  a  loss  provision  for  the  liquidation  of  the 

Mass  merchandising 

8,239 

Bullocks  Northern  California  division  ($12.0 

Supermarkets 

3,324 

million  before  taxes/  and  a  capital  contribution 

Other 

2,769 

to  the  Federated  Department  Stores  Foundation 

Total 

61^602 

1  qpi/.iJ  rflWilUn  iJL/ksTIt  tti±\ to/. 
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/9»5 

1984 

1983 

1982 

Amount 

Percent 
of  Total 

Amount 

Percent 
of  Total 

Amount 

Percent 
of  Total 

Amount 

Percent 
of  Total 

$6,684.7 

67.0% 

$6,566.6 

67.9% 

$5,970.3 

68.7% 

$5,412.2 

70.3% 

1,057.9 

10.6 

1,0599 

11.0 

991.1 

11.4 

822.9 

10.7 

1,813-6 

18.2 

1,711.3 

17.7 

1.473.7 

17.0 

1,275.7 

16.6 

421.8 

4.2 

3345 

34 

254.5 

2.9 

188.1 

2.4 

$9,978.0 

100.0% 

$9,672.3 

100.0% 

$8,689.6 

100.0% 

$7,698.9 

100.0% 

$  621.9 

87.5% 

$  619.7 

89.5% 

$  637.5 

87.2% 

$  494.0 

87.5% 

39.0 

5.5 

318 

4.6 

39.1 

5.4 

23.4 

4.1 

58.7 

8.3 

439 

6.3 

49.2 

6.7 

37.0 

6.6 

(95) 

(1.3) 

(2.7) 

(.4) 

53 

“7 

./ 

10.0 

1.8 

710.1 

100.0% 

692.7 

100.0% 

731-1 

100-0% 

564.4 

100.0% 

* 

54.9 

45.6 

42.9 

45.9 

90.5 

119.9 

104.8 

106.8 

(4.1) 

(3.6) 

(4.5) 

(10.0) 

35.1<3> 

(42.6)“' 

(13ir* 

— 

533-7 

573.4 

601.0 

421.7 

247.1 

244.1 

262.7 

188.9 

286.6 

329.3 

338.3 

232.8 

$  286.6 

$  329.3 

$  338.3 

$  232.8 

$  1637 

71.0% 

$  155.3 

70.2% 

$  147.7 

71.6% 

$  134.6 

74.2% 

21.5 

9.3 

233 

10.5 

21.8 

10.6 

17.2 

95 

299 

130 

29.3 

13.3 

26.0 

12.6 

19.9 

11.0 

10.6 

4.6 

7.1 

3.2 

5.3 

2.6 

39 

2.1 

4.9 

2.1 

6.1 

2.8 

5.4 

2.6 

59 

32 

p 

$  230-6 

100.0% 

$  221.1 

100.0% 

S  206.2 

100.0% 

$  181.5 

100.0% 

$  10.0 

2.7% 

t  9.0 

3.0% 

%  5.4 

1.8% 

$  38.1 

9-1% 

243-4 

66.9 

207.6 

70.1 

199.7 

66.4 

214.5 

51.0 

11.7 

32 

15.7 

5.3 

12.4 

4.1 

60.8 

14.4 

36.8 

10.1 

24.6 

8.3 

66.7 

22.2 

77.2 

18.3 

590 

16.2 

336 

11.4 

11.2 

36 

199 

4.7 

3-3 

0.9 

5.7 

1.9 

5.5 

1.9 

10.5 

2.5 

$  364.2 

100.0% 

$  296.2 

100.0% 

$  300.9 

100.0% 

$  421.0 

100.0% 

217 

225 

214 

212 

76 

81 

82 

80 

127 

126 

127 

118 

184 

157 

128 

98 

604 

589 

551 

508 

44,068 

45.592 

44,121 

44,759 

8,259 

8.812 

8.900 

8,717 

4,607 

4.537 

4,524 

4,028 

2,209 

1,578 

1,188 

932 

59,143 

60.519 

58.733 

58,436 
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Consolidated  Eleven-Year  Table 
of  Selected  Financial  Data 

(dollars  in  millions,  except  pet'  share  data ) 

198 6 

Operations 

Net  sales 

$10,512.4 

Net  income,  including  extraordinary  item 

287.6 

Net  income,  excluding  extraordinary  item 

Net  income  per  share  of  common  stock,  including 

301.9 

extraordinary  Uem,1Kt" 

Net  income  per  share  of  common  stock,  excluding 

2.97 

extraordinary  item'1*6' 

3.12 

Net  income  —  fully  diluted,  per  share  of  common 
stock,  including  extraordinary  item"'' 

Net  income  —  fully  diluted,  per  share  of  common 

2.91 

stock,  excluding  extraordinary  item"” 

3-05 

Cash  from  operations 

591.6 

Cash  dividends  per  share  of  common  stock"" 

1.34 

Depreciation  and  amortization 

255.6 

Year-End  Financial  Position 

Assets 

$ 

5,687.7 

Working  capital 

1,495.6 

Long-term  debt 

791.9 

Shareholders'  equity 

2,662.6 

Financial  Ratios 

Percent  of  sales 

Income  before  income  taxes,  excluding 

extraordinary  item 

5.4% 

Net  income,  including  extraordinary  item 

2.7% 

Net  income,  excluding  extraordinary  item 

Return  on  shareholders  equity,  including 

2.9% 

extraordinary  item121 

10.7% 

Return  on  shareholders’  equity,  excluding 

extraordinary  item1-’ 

11.2% 

Current  ratio 

1.93:1 

Debt-to-equity  ratio  -n 

.30:1 

Price  earnings  ratio,  including  extraordinary  item"*1" 

* 

High 

16.9 

Low 

1  l.l 

Price  earnings  ratio,  excluding  extraordinary  item10  ' 

Notes: 

High 

16.1 

(1)  Based  on  aierage  number  ofstxires 

Low 

10.5 

outstanding  during  the  year 

(2)  Based  on  average  of  shareholders'  equity  at 

Other  Information 

beginning  and  end  of  year 

Capital  expenditures 

$ 

514.8 

(1)  Long-term  debt  divided  by'  shareholders 

Market  price  per  share  of  common  stock  (high-low)"" 

$ 

50-33 

equity 

Shareholders’  equity  per  share  of  common  stock1 

$ 

28.54 

(4 )  Based  on  high  and  loiv  market  prices  during 

Number  of  stores  (all  segments)  at  year  end 

631 

the  year 

Square  feet  of  gross  store  space  ( millions ) 

61.6 

(5)  Based  on  number  of  shares  outstanding  at 

Number  of  employees  ( thousands ) 

133  0 

end  of  year 

Average  number  of  shares  outstanding  (millions) 

96.9 

(6)  Restated  to  reflect  the  2  ford  common  stock 
split  on  April  Li.  198? 

Number  of  shareholders  (  thousands) 

20.7 

■ 
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1985 

1984 

1983 

1982 

1981 

1980 

1979 

1978 

1977 

i976 

$9,978.0 

$9,672.3 

$8,689.6 

$7,698.9 

17,067.7 

$6,300.7 

$5,806.4 

$5,404.6 

$4,923.4 

$4,446.6 

286,6 

329.3 

338.3 

232.8 

258.3 

276.8 

202.3 

196.7 

195.1 

166.6 

286.6 

329.3 

338.3 

232.8 

258.3 

276.8 

202.3 

196.7 

195.1 

166.6 

2.94 

3.38 

3.48 

2.40 

2.66 

2.86 

2.09 

2.04 

2.03 

1.73 

2.94 

3.38 

3.48 

2.40 

2.66 

2.86 

2.09 

2.04 

2.03 

1.73 

2.87 

3.30 

3.39 

2.33 

2.59 

2.77 

2.03 

1.98 

1.97 

1.69 

2.87 

3.30 

3.39 

2.33 

2.59 

2.77 

2.03 

1.98 

1.97 

1.69 

574.8 

565.1 

541.0 

457.1 

456.1 

382.5 

360.2 

332.8 

317.0 

274.4 

1.27 

1.20 

1.10 

1.05 

.95 

.90 

.85 

.81  M 

.7444 

.6914 

230.6 

221.1 

206.2 

181.5 

156.9 

148.2 

129.5 

116.4 

102.1 

89.5 

* 

$5,353-6 

$5,271.4 

$4,901.3 

$4,574.3 

$4,096.9 

$3,575.5 

$3,295.3 

$2,956.4 

$2,632.0 

$2,389.1 

1,535.7 

1307.6 

979.2 

760.7 

723.3 

782.6 

542.9 

581.5 

581.4 

485.6 

781.5 

710,7 

631.5 

699.3 

553.2 

552.8 

361.3 

359.4 

371.8 

329.9 

2,707.3 

2,544.1 

2,333.4 

2,105.1 

1,980.7 

1,815.9 

1.6232 

1,501.6 

1,382.3 

1,258.1 

5.3% 

5.9% 

6.9% 

5.5% 

6.7% 

7.0% 

6.4% 

6.9% 

7.7% 

7.3% 

2.9% 

3.4% 

3.9% 

3.0% 

3.7% 

4.4%. 

3.5% 

3.6% 

4.0% 

3.7% 

2.9% 

3.4% 

3.9% 

3-0% 

3.7% 

4.4% 

3.5% 

3.6% 

4.0% 

3.7% 

10.9% 

13.5% 

15.2% 

11.4% 

13.6% 

16.1% 

12.9% 

13.6% 

14.8% 

13.8% 

10.9% 

13.5% 

15.2% 

11.4% 

13.6% 

16.1% 

12.9% 

13.6% 

14.8% 

13.8% 

2.03:1 

1.77d 

1.58:1 

1.49:1 

1.53:1 

1.75:1 

1.47:1 

1.61:1 

1.77:1 

1.70:1 

» 

.29:1 

.28:1 

.27:1 

.33:1 

.28:1 

.30:1 

.22:1 

.24:1 

.27:1 

.26:1 

12.2 

8.4 

9.9 

11.3 

8.2 

6.3 

7.9 

10.1 

10.9 

17.3 

9.1 

6.3 

6.7 

7.5 

5.6 

3-7 

6.1 

7.4 

8.1 

12.1 

12.2 

8.4 

9.9 

11.3 

8.2 

6.3 

7.9 

10.1 

10.9 

17.3 

9.1 

63 

6.7 

7.5 

5.6 

3.7 

6.1 

7.4 

8.1 

12.1 

$  364.2 

$  296.2 

$  300.9 

$  421.0 

$  388.2 

$  313.3 

$  321.7 

$  240.0 

$  223.7 

$  225.3 

$  36-27 

$  28-21 

$  35-23 

$  27-18 

$  22-15 

$  18-11 

$  17-13 

$  21-15 

$  22-17 

$  30-21 

$  27.75 

$  26.15 

$  24.02 

$  21.72 

$  20.45 

$  18.75 

$  16.81 

$  15.58 

$  14.36 

$  13.09 

604 

589 

551 

508 

369 

358 

346 

337 

323 

303 

59.1 

60.5 

58.7 

58.4 

53.9 

52.3 

50.0 

48.6 

46.4 

43.9 

132.5 

127.7 

123.7 

124.6 

120.8 

1 16.6 

112.5 

113.2 

1 10.0 

108,0 

97.6 

97.3 

97.2 

97.2 

97.0 

96.8 

96.6 

96.4 

96.2 

96.2 

21.8 

22.5 

23-0 

23.5 

25.0 

25.3 

25.8 

27.3 

28.6 

28.8 

i 

■ 
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Board  of  Directors 


Charlotte  Beers 

member  of  the  board  of  directors  since  1980;  chairman  and  chief 
executive  officer  of  Tatham  Laird  &  Kudner. 

John  W.  Burden  HI 

member  of  the  board  of  directors  since  1985;  vice  chairman  of 
Federated. 

Philip  Caldwell 

member  of  the  board  of  directors  since  1984;  senior  managing 
director  of  Shearson  Lehman  Brothers  Inc.;  former  chairman  and 
chief  executive  officer  of  Ford  Motor  Company;  also  on  the  boards 
of  Digital  Equipment  Corporation,  Ford  Motor  Company,  Kellogg 
Company,  Shearson  Lehman  Brothers  Holdings  Inc.,  Russell  Reynolds 
Associates,  Inc.  and  American  Guarantee  and  Liability  Insurance  Co. 

Robert  A.  Charpie 

member  of  the  board  of  directors  since  1984;  chairman  of  Cabot 
Corporation;  also  on  the  boards  of  Cabot  Corporation,  Champion 
International  Corporation,  Northwest  Airlines,  Inc.  and 
Schlumberger  Limited. 

James  L.  Ferguson 

member  of  the  hoard  of  directors  since  1979;  chairman  of  the 
executive  committee  of  General  Foods  Corporation,  also  on  the 
boards  of  The  Chase  Manhattan  Bank.  N.A.,  The  Chase  Manhattan 
Corporation  and  Philip  Morris  Companies,  Inc 

Howard  Goldfeder 

member  of  the  board  of  directors  since  1976;  chairman  and  chief 
executive  officer  of  Federated;  also  on  the  boards  of  Connecticut 
Mutual  Life  Insurance  Company  J.P  Morgan  &  Co.  Incorporated  and 
Morgan  Guaranty  Trust  Company  of  New  York. 

Howard  W.  Johnson 

member  of  the  board  of  directors  since  1966;  honorary  chairman  of 
The  Corporation  of  the  Massachusetts  Institute  of  Technology’;  also 
on  the  boards  of  Champion  International  Corporation.  E.l.  duPont 
de  Nemours  and  Company;  John  Hancock  Mutual  Life  Insurance 
Company;  J.R  Morgan  &  Co.  Incorporated  and  Morgan  Guaranty  Trust 
Company  of  New  York. 

Reginald  H.  Jones 

member  of  the  board  of  directors  since  1980;  retired  chairman  of  the 
board  of  General  Electric  Company;  also  on  the  boards  of  ASA  Ltd., 
Bethlehem  Steel  Corporation,  General  Signal  Corporation,  General 
Re  Corporation  and  Merck  &  Co.,  Inc. 


Daniel  W.  LeBiond 

member  of  die  board  of  directors  since  1975;  chairman  of  LeBiond 
Makino  Machine  Tool  Company;  also  on  the  boards  of  Eagle-Picher 
Industries,  Inc.  and  The  Ohio  National  Life  Insurance  Company. 

Norman  S.  Matthews 

member  of  the  board  of  directors  since  1984,  president  and  chief 
operating  officer  of  Federated;  also  on  the  board  of  Progressive 
Corporation. 

G.  William  Miller 

re-elected  to  the  board  of  directors  in  1981;  member  from  1976  to 
1978;  chairman  of  G.  William  Miller  &  Co.,  Inc.;  former  U.S.  Secretary 
of  Treasury  and  former  chairman  of  the  Federal  Reserve  Board; 
chairman  and  a  director  of  Private  Satellite  Network,  Inc.;  also  on 
the  boards  of  Georgetown  Industries,  Inc  ,  Repligen  Corporation  and 
International  Power  Machines  Corporation. 

Peter  G,  Peterson 

member  of  the  board  of  directors  since  1973;  former  assistant  to  the 
U.S.  President  for  Economic  Affairs  and  U.S.  Secretary  of  Commerce, 
chairman  of  The  Blackstone  Group,  also  on  the  boards  of  Minnesota 
Mining  and  Manufacturing  Company  and  Rockefeller  Center 
Properties,  Inc. 

Donald  J.  Stone 

member  of  die  board  of  directors  since  1980;  vice  chairman  of 
Federated;  also  on  the  board  of  MCorp. 

W  ill  M.  Storey 

member  of  the  board  of  directors  since  1982;  vice  chairman  of 
Federated. 

Marvin  S.  Traub 

member  of  die  board  of  directors  since  1979;  chairman  of 
Bloomingdales  and  vice  president  of  Federated. 

Clifton  R.  Wharton,  Jr. 

member  of  the  board  of  directors  since  1985;  chairman  and  chief 
executive  officer  of  Teachers  Insurance  and  Annuity  Association  - 
College  Retirement  Equities  Fund;  also  on  the  boards  of  Ford  Motor 
Company  and  Time  Incorporated. 

Kathryn  D.  Wriston 

member  of  the  board  of  directors  since  1975;  member  of  the  Bar 
of  the  State  of  New  York;  also  on  the  board  of  Santa  Fe  Southern 
Pacific  Corporation  and  a  trustee  of  Northwestern  Mutual  Life 
Insurance  Company 
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Committees  of  the  Board 


Executive  Committee 

This  committee,  composed  of  six  members  of  the  board  of 
directors,  may  exercise  all  the  powers  of  the  board  of  directors 
except  the  powers  to  declare  dividends,  amend  the  by-laws, 
elect  officers  or  change  prior  board  actions.  Members  of  the 
committee  are  Howard  Goldfeder,  Chairman;  Norman  S. 
Matthews;  Daniel  W  LeBlond;  Donald  J.  Stone;  Will  M.  Storey 
and  Kathryn  D.  Wriston 

Audit  Committee 

This  committee,  composed  of  directors  who  are  not  employees 
of  the  company;  recommends  the  independent  auditors  to  be 
employed  by  the  company  and  consults  with  these  auditors  as 
necessary.  It  reviews  the  findings  and  recommendations  of  the 
auditors,  meets  from  time  to  time  writh  the  company  s  internal 
audit  staff  and  makes  suggestions  to  the  board  when  needed. 
Members  of  the  committee  are  Reginald  H.  Jones,  Chairman; 
Philip  Caldwell;  Robert  A.  Charpie;  James  L.  Ferguson;  Daniel  W 
LeBlond  and  Kathryn  D.  Wriston. 

Nominating  Committee 

This  committee,  composed  of  directors  who  are  not  employees 
of  the  company;  makes  recommendations  to  the  board 
regarding  the  composition  and  size  of  the  board.  It  reviews 
suggestions  from  shareholders  and  others  as  to  candidates  for 
the  board  and  proposes  to  the  full  board  the  slate  of  directors 
for  submission  to  the  shareholders  at  the  annual  meeting. 
Members  of  the  committee  are  Howard  W  Johnson,  Chairman; 
Charlotte  Beers;  Robert  A.  Charpie;  Peter  G.  Peterson  and 
Clifton  R.  Wharton,  Jr. 


Stock  Option  and  Management  Compensation 
Review  Committee 

This  committee,  composed  of  directors  who  are  not  employees 
of  the  company;  determines  and  recommends  to  the  board 
the  remuneration  arrangements  for  the  chairman,  reviews 
and  approves  remuneration  arrangements  for  other  senior 
management,  grants  benefits  under  the  company's  stock  option 
and  restricted  stock  plans,  and  reviews  the  quality  and  depth  of 
die  management  organization  of  the  company.  Members  of  the 
committee  are  G.  William  Miller,  Chairman;  James  L.  Ferguson, 
Howard  W  Johnson;  Reginald  H.  Jones  and  Peter  G.  Peterson. 

Executives  Deferred  Compensation  Plan  and 
Retirement  Plans  Committee 

This  committee,  composed  of  directors  who  are  not  employees  of 
the  company,  oversees  generally  the  administration,  adequacy  and 
performance  of  the  company’s  deferred  compensation  and 
retirement  plans.  Members  of  the  committee  are  Daniel  W 
LeBlond,  Chairman;  Charlotte  Beers;  Philip  Caldwell;  G.  William 
Miller;  Clifton  R.  Wharton,  Jr.  and  Kathryn  D.  Wriston. 


Officers 


Howard  Goldfeder 

Thomas  G.  Cody 

James  N.  Andress 

Samuel  E.  Dy  er 

Chairman  and 

Senior  Vice  President 

Vice  President 

Vice  President 

Chief  Executive  Officer 

Russell  S.  Davis 

Boris  Auerbach 

Daryl  K.  Mangan 

Norman  S.  Matthews 

Senior  Vice  President 

Vice  President  and 

Vice  President 

President  and 

James  M.  Leahy 

Secretary' 

H.  Stewart  Rose 

Chief  Operating  Officer 

Senior  Vice  President  and 

Dennis  J.  Broderick 

Vice  President 

John  W.  Burden  III 

Treasurer 

Vice  President 

Paul  P.  Thiemann 

Vice  Chairman 

Avner  M.  Porat 

Jack  Brown 

Vice  President 

Donald  J.  Stone 

Senior  Vice  President 

Vice  President  and 

Marvin  S.  Traub 

Vice  Chairman 

Will  M.  Storey 

Vice  Chairman  and 

Chief  Financial  Officer 

Allen  I.  Questrom 

Executive  Vice  President 

James  B.  Selonick 

Senior  Vice  President 

Phyllis  S.  Sewell 

Senior  Vice  President 

Controller 

Walter  A.  Couper 

Vice  President 

Vice  President 
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Shareholder  Information 


Corporate  Office 

7  West  Seventh  Street 
Cincinnati,  Ohio  45202 
Telephone  (513)  579-7000 

Annual  Meeting 

The  Annual  Meeting  of  Shareholders  is  scheduled  for 
11  a.m.  Thursday,  May  28, 1987,  at  the  corporate  office. 

Dividend  Investment  Service 

Federated  shareholders  may  elect  to  increase  their 
investment  in  the  corporation  by  requesting  that  their 
dividends  be  invested  automatically  in  additional  shares. 
They  also  may  elect  to  purchase  shares  by  making 
monthly  cash  deposits.  There  is  no  commission  or  charge 
for  this  service.  Participation  is  voluntary  and  may  be 
terminated  at  any  time.  For  information  write  to 
Manufacturers  Hanover  Trust  Company  Dividend 
Reinvestment  Department,  PO.  Box  24935,  Church  Street 
Station,  New  York,  New  York  10249. 

SEC  Form  10-K  Report 

A  copy  of  the  companys  annual  report  to  the  Securities 
and  Exchange  Commission  on  Form  10-K  is  available, 
without  charge,  upon  request  to: 

Director  of  Investor  Relations 
Federated  Department  Stores,  Inc. 

7  West  Seventh  Street,  Cincinnati,  Ohio  45202 

Transfer  Agents  and  Registrars 

Manufacturers  Hanover  Trust  Company- 

Stock  Transfer  Department 

PO.  Box  24935 

Church  Street  Station 

New  York,  New  York  10249 

The  First  National  Bank  of  Chicago 
One  First  National  Plaza,  Suite  0123 
Chicago,  Illinois  60670 


Shareholder  Assistance 

For  assistance  regarding  individual  stock  records  and 
transactic ms,  contact 

Manufacturers  Hanover  Trust  Company- 

Stock  Transfer  Department 

PO.  Box  24935 

Church  Street  Station 

New  York,  New  York  10249 

Telephone  (212)  613-7147 

Common  Stock 

The  common  stock  of  Federated  Department  Stores,  Inc., 
is  listed  on  the  New  York  Stock  Exchange  (trading  symbol 
FDS)  which  is  also  the  principal  market  on  which  the 
shares  are  traded.  The  approximate  number  of  Federated 
common  shareholders  of  record,  as  of  March  31,  1987. 
was  20,700. 

The  quarterly  price  range  of  federated  stock  and 
dividends  per  share  on  a  post-split  basis  are  shown  in  the 
following  schedule: 


1989 

1985 

Quarter 

stock  Prices 

Hu  uleml 
Ptr  Share 

Stock  Pac  t's 

Hu  idem! 
Ptr  sbtvv 

High  low 

fh.uh 

low 

First 

$41%  $32% 

$  .33s) 

$32 ‘/if, 

$26% 

$  3175 

Second 

44%  36  V? 

33S 

32 ‘Vi  g 

28  !4 

,3175 

Third 

48'Vk,  3H'Vk. 

.335 

347i6 

26% 

.3175 

Fourth 

S0V,„  41Vu. 

,335 

357k 

31% 

3175 

Year 

S50Vib  $327*4 

$1.34 

$3  57k 

$267h 

$  121 

Dividend 

In  March  1987,  the  Board  of  Directors  increased  the 
quarterly  dividend  by'  10.4%  and  declared  a  2-for-l  stock 
split  of  its  common  stock  in  the  form  of  a  100  percent 
stock  dividend 

The  new  quarterly  dividend,  increased  from  67  cents 
to  74  cents  per  share  of  common  stock  on  a  pre-split 
basis,  will  be  payable  on  April  24.  1987  to  shareholders  of 
record  April  10,  1987.  This  was  the  226th  consecutive 
dividend  paid  since  October  1931  New  shares  from  the 
stock  split  will  be  distributed  May  11,  198"7  to  shareholders 
of  record  April  13, 198*7 
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